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WEDNESDAY, APRIL 11, 1951 


UniITED States SENATE, 
SUBCOMMITTEE OF THE COMMITTEE ON APPROPRIATIONS, 
Washington, D. C. 
The subcommittee met, pursuant to recess, in room F—39, the Capi- 
tol, at 10 a. m., Hon. Burnet R. Maybank (chairman of the subcom- 
mittee) presiding. 
Present: Senators Maybank, Ellender, Saltonstall, and Cordon. 
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NATIONAL ADVISORY COMMITTEE FOR AERONAUTICS 





STATEMENTS OF REAR ADM. THEODORE C. LONNQUEST, UNITED 
STATES NAVY, DEPUTY AND ASSISTANT CHIEF OF THE BUREAU 

‘ OF AERONAUTICS; MAJ. GEN. DONALD L. PUTT, UNITED STATES 
2 AIR FORCE, DIRECTOR OF RESEARCH AND DEVELOPMENT, 
; OFFICE OF DEPUTY CHIEF OF STAFF, DEVELOPMENT; DR. 
: HUGH L. DRYDEN, DIRECTOR; DR. JOHN F. VICTORY, EXECU- 
a TIVE SECRETARY; JOHN W. CROWLEY, ASSOCIATE DIRECTOR 
Es FOR RESEARCH; I. H. ABBOTT, ASSISTANT DIRECTOR FOR 
Pe RESEARCH; A. M. ROTHROCK, ASSISTANT DIRECTOR FOR RE- 
iE SEARCH; RICHARD V. RHODE, ASSISTANT DIRECTOR FOR RE- 
SEARCH; E. H. CHAMBERLIN, EXECUTIVE OFFICER; RALPH E. 
ULMER, BUDGET OFFICER 
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AMOUNT REQUESTED 






Senator MayBank. The subcommittee will come to order. 
We have with us the National Advisory Committee for Aeronautics. 
Dr. Dryden, I understand you are going to present the case on behalf 
of the National Advisory Committee for Aeronautics. 

Dr. Drypen. The National Advisory Committee for Aeronautics 
has submitted estimates of appropriations for the fiscal year 1952 in 
the amount of $55,000,000 for “‘Salaries and expenses”’ and $25,000,000 
for “Construction and equipment,” of which $11,700,000 is for liquida- 
tion of prior years’ contract authority. In the budget message of the 
© President these estimates are included in the military services category, 
along with the estimates for the Department of Defense and for stock- 
piling of strategic and critical materials. 

In submitting the budget the President stated: 


The basie and applied research of the National Advisory Committee for Aero- 
nautics is an essential part of our total military research program for maintaining 
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and increasing our lead in the design of military aircraft. The spending authority 
recommended for this agency will provide for substantial expansion during fisca| 
year 1952. 


We appear before this subcommittee because the NACA, like the 
Atomic Energy Commission, is an independent agency with responsi- 
bilities of both a civil and military character. The NACA operates in 
close cooperation with the Air Force, the Navy, and the Army. The 
activities of NACA are controlled by the Committee of 17 members, 
appointed by the President. 

In the unavoidable absence of the Chairman, Dr. Hunsaker, we 
have with us today two of the military members of the Committee 
who will take part in our presentation. 


GENERAL STATEMENT 


I would like to file a brief statement for the record and then proceed 
to talk from it. 

Senator MayBank. Without objection the statement will be made 
a part of the record. 

(The statement referred to follows:) 


STATEMENT BY HuGuH L. DrypEeNn, Drrecror, NatioNat ApvisorY CoMMITTEE 
FOR AERONAUTICS 


The estimates of the National Advisory Committee for Aeronautics for the 
fiscal year 1952 as submitted to the Congress with the approval of the President, 
total $55,000,000 for ‘‘Salaries and expenses” plus $25,000,000 for ‘‘Construction 
and equipment.” Of the latter figure, $11,700,000 is for liquidation of prior 
years’ contract authority. 

The activities of the NACA are entirely of a defense character. The NACA 
estimates are included in the President’s budget in the military services category. 
On page M17 of the President’s budget, he states: ‘‘The basic and applied re- 
search of the National Advisory Committee for Aeronautics is an essential part 
of our total military research program for maintaining and increasing our lead in 
the design of military aircraft. The spending authority recommended for this 
agency will provide for substantial expansion during fiscal year 1952.” 

The appropriations requested are necessary for the conduct by the NACA of 
scientific research in aeronautics, with the objective that the performance and 
military effectiveness of America’s aircraft shall, if possible, excel those of any 

otential enemy. We are in a sustained international contest with stakes so 
1igh we dare not lose. Aeronautical science is undergoing a technical revolution 
the world over due to the advent of new types of propulsion which open up 
possibilities of supersonic speeds. 

Speed is still the most important single characteristic of a military airplane. 
With each advance in speed new problems arise. These problems are more diffi- 
cult to analyze and investigate and, much to our regret, they are also more ex- 

ensive to solve. The military services and the aircraft industry depend upon tli 
NACA to plan, organize, and conduct the basic scientific research necessary to 
provide them constantly with new design data on which to base the development 
of new and improved types of aircraft. The teamwork and coordination between 
science, the military, and industry are all that could be desired. There is no un- 
necessary overlapping or duplication. 

With the exception of the period of tremendous expansion of aeronautical re- 
search in Germany under Hitler, America has, since World War I, constantly led 
the world in the development of new and improved types of airplanes. This has 
been due largely to the development of a strong research and development team 
in America whose chief units are the NACA, the military services, and the industry. 
The work of the NACA is the most fundamental activity of the Government 
affecting the vitally important problem of developing aircraft second to none in 
the interests of national security. 

The National Advisory Committee for Aeronautics is a separate agency of the 
Government established by law in 1915. It is composed of 17 members, &p- 
pointed by the President, who serve as such without compensation. These 17 
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include 4 from the military services, 4 from governmental scientific agencies, 4 
from the ranks of science in private life, 3 from industry, and 2 representing civil 
aviation in the Department of Commerce. Their duties, as expressed in the law, 
are to supervise and direct the scientific study of the problems of flight with a 
view to their practical solution and to direct and conduct research and experiment 
in aeronautics in such laboratory or laboratories, in whole or in part, as may be 
placed under their direction. The Committee functions in effect as a board of 
directors of a typical business organization. It meets monthly, determines policies 
and programs, elects annually a chairman and vice chairman, and names the top 
full-time executives—a Director, Executive Secretary and an Associate Director for 
research. 

The NACA operates three major research stations: Langley Aeronautical Lab- 
oratory on the Air Force’s Langley Field, Va.; the Ames Aeronautical Laboratory 
on the Navy’s Moffett Field, Calif.; and the Lewis Flight Propulsion Laboratory 
on the Cleveland Municipal Airport. The present plant value is about $150,- 
000,000 and the paid staff numbers about 7,400 civil service employees. The 
main Committee is assisted by 5 major and 22 subordinate technical subcom- 
mittees composed of technical experts in various branches of aeronautical science 
drawn from the military services and other governmental agencies concerned with 
acronauties, from the aircraft and allied industries, from educational institutions, 
and from private life. They number about 400 who also serve without compen- 
sation. Their duties are to formulate and recommend to the main Committee 
research programs in their respective technical fields. In this manner the NACA 
has effectively marshaled the scientific talent of America in the direction of a 
unified and comprehensive research program to serve the research needs of 
military and civil aviation. 

Beeause of existing international tension, the Government is spending billions 
of dollars to strengthen its air power. Unless the aircraft procured are at least 
as good as the best that any potential enemy ean produce, not only will the 
billions in appropriations be wasted but the war, if it comes, will be lost. <A 
second-best air force would not be worth anything. It would lead but to disaster. 
On the other hand, there is no more effective deterrent to widespread aggession 
than superior air power in being. The qualitative superiority of our air weapons 
is dependent upon the degree to which we exploit our scientific and technological 
talent. Here the United States has no monopoly. 

The world now has the means and the incentive for supersonic flight. The 
challenge to American science and industry is to maintain our present lead in 
this race. We can succeed only by the vigorous prosecution of research on the 
critical problems requiring solution before we can exploit the military advantages 
of supersonic speed, 

We regret the necessity of asking the Congress for so large an appropriation, 
but there is no alternative. The present international tension may continue for 
many years and eventually, we hope, disappear altogether, or it may lead to 
another world war at any time. The estimates before you have been most care- 
fully prepared. They are honest estimates. They represent the best judgment 
of the members of the National Advisory Committee for Aeronautics as to the 
minimum amounts actually necessary for basic research to assure the country of 
an adequate return upon the billions of dollars to be invested in the aircraft 
programs of the military services. They represent an insurance premium, assur- 
ing the American people that their tremendous expenditures to achieve security 
through air power will give them value received if a showdown comes. Both in 
manpower and in money, the NACA program is small in relation to the total 
aeronautical effort, and is absolutely essential to the success of the aircraft 
program. 


RESEARCH 


Dr. DrypEen. The activities of the NACA in aeronautical research 
are of two characters. For one I will use the name “research.” That 
deals with the fundamental research in aeronautics, and I wish to 
illustrate what I mean. 

_ Over the past year or 18 months our research groups have been 
investigating a number of possible types of airplane configurations 
which might be employed for airplanes designed to travel at speeds in 
excess of 600 or 700 miles per hour. Here [indicating] are some of 
the results indicated in the form of pounds of thrust required from an 
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engine to propel airplanes of these configurations and of the same 
weight and wing area at the speeds shown. To propel this configur: a- 
tion {indicating} at a speed of a thousand miles per hour would re quire 
a thrust somewhat in excess of 8,000 pounds for the particular wing 
area and weight selected. 

I should like to emphasize that a designer cannot choose his con- 
figurations on the basis of this single set of results that I am presenting 
to you. One must consider also the landing of the airplane, the ma- 
neuverability of the airplane in combat, and other factors. But this 
is typical of the type of research information which it is the business 
of the NACA to develop, anticipating as far as possible what kinds of 
designs the military departments will ask the industry to develop. 

Senator Maysank. Do you want this on the record? I presume 
that you are going to go into some of these new planes. You may 
take it off the record if you want. : 

Dr. Drypen. I think, Mr. Chairman, I can talk without putting 
on the record the numbers, and we will have an opportunity to review 
the record later. So I think I would like to present the case and we 
will leave most of the numbers out. 

Senator Sartonsta.u. I do not want to interfere, and maybe the 
chairman does not agree with me, but if you will bear with me for a 
moment, what you are asking for is $55,000,000 where you had 





1951 APPROPRIATION COMPARED WITH 1952 ESTIMATE 


Dr. Drypen. $45,750,000 for operating expenses, and $25,000,000 
for construction and equipment, as compared with $17,318,000, 
total appropriations of $80,000,000 compared with $63,068,000 i: 
1951. 

Senator Maypank. As [ understand, some of that $25,000,000 is 
under contract authority? 


LIQUIDATING CONTRACT AUTHORITY 


Dr. Drypen. That is correct; $11,700,000 is to liquidate contract 
authority. 

Senator MaysBank. Authorized last year? 

Dr. Drypen. That is correct. 

Senator SatronsTaLuL. But you are asking for $4% million in new 
contract authority; is that right? 


Dr. Drypen. No. 


NEW OBLIGATIONAL MONEY REQUESTED FOR CONSTRUCTION AND 
EQUIPMENT 


Senator Mayspank. You are asking for $25 million, so you are asking 
for $14 million in new money to go on. 

Dr. DrypeEn. $13,300,000. 

Senator SaALtronsTaLL. On construction you are asking for $25 
million; is that correct? 

Dr. Drypven. That is correct. 

Senator Satronstauy. Of which $11,700,000 is to pay up your back 
debts? 

Dr. Drypven. That is correct. 
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Senator SALTONSTALL. That would leave $13, 
for new construction; is that correct? 
Dr. Drypen. Yes. 


300,000 for new money 

















PRIOR YEAR CONTRACT AUTHORITY AVAILABLE 
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Senator SALTONSTALL. What is this $444 million of contract author- 
itv that is available now? 

‘Mr. Utmer. What page are you looking at? 

Senator SaLToNsTALL. House hearing, page 347. You have 

$17,800,000 of money available for new construction or what you 
want for new construction of which $4,500,000 is carried over, SO you 
are asking for $13,300,000 of new construction money. 

Dr. Draypen. That is correct. 

Senator SattonstaLu. To build in substance $17,800,000 worth of 
construction. 

Mr. Utmer. That is right. The $4% million is currently available 
in contract authority. It shows as a minus in the 1951 column 
because we do not expect that it will be obligated until 1952. So it 
is carried over into the 1952 column as a plus. 












AMOUNT FOR SALARIES AND EXPENSES 





Senator SattonstTaLuL. I understand. Then you are asking for 
$55,000,000 for current operation? 

Mr. Utmer. That is correct. 

Senator SatronstTaLL. Which will be the payment of your first 
debt and the research work which you are now describing? 

Dr. Drypen. That we are now describing. 

Senator SALTONSTALL. What have you built in 1951 and what are 
you planning to build in 1952? 

Dr. Drypen. That is a very long story. 

Senator SALTONSTALL. What we are interested in is whether any of 
that can be postponed or cut out properly. 

Dr. Drypen. We think not, sir. I would like to go into that. Do 
you want to go into construction first? It is a question of which order 
to proceed in. 

Senator SALTONSTALL. We are primarily interested in the figures. 

Senator MaysBank. It does not make any difference to me what 
you take up first. 

Senator SALTONSTALL. I would like to say this, that I know you are 
doing good work and that vou are doing necessary work. What | 
would like to know is whether you can get along with less mone V. 

Senator Maypank. They can get along with four and a h: : million 
dollars less. That is going to be carried over until next vea 

Mr. Utmer. That is correct for the current year, sir; $4, 500 000 of 
authorized contract authority will not be obligated until the fiscal 
year 1952. 
> Dr. Dryven. How does the committee wish to proceed? 

4 Senator SALTONSTALL. I will do whatever the chairman says. 

© Senator Maysank. Which way would you prefer to proceed? 

= Dr. Drypven. I was proceeding on the basis of justifying a $9,250,000 
F increase in the operating expenses first and proposing to take up the 
® construction later. 
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Senator Maysanxk. That will be satisfactory. 
Are those the new types of planes? 


STUDY OF AIRPLANE DESIGNS FOR MILITARY REQUIREMENTS 


Dr. Drypen. Some of them. 

I mentioned that the services some months ago had written require- 

ments for a new interceptor for the defense of the United States. | 
do not propose to put these characteristics in the record. I merely 
want to point out the order of the speed which the military services 
are requiring and to point out that when this design proposal was 
submitted to the industry we had available to the industry a lot of 
data about the types of configurations that they could use. As a 
matter of fact, much of our very recent data were used in the proposals 
as submitted to the military services. 

I will make this very brief. The other phase of our activity is the 
direct investigation of ‘specific designs which the military are p anning 
to build in production. This [indicating] is a model of the B-52, 
which is the strategic bomber which will come along after the B—36 
and all the improvements that can be made in it. It is this airplane 
on which we rely to deliver our principal weapons. 

Senator Maysank. How long will it be before that plane will be 
in production? 

Dr. Dryven. It will be flying, I believe, at the end of this year, 
I do not know exactly. Can you answer that, General? 

General Purr. That is right. 

Dr. Drypren. The prototype airplane will be flying by the end of 
this year. 

Our work then has been to investigate certain technical character- 
istics of this design to try to insure that the many tens of millions of 
dollars that have been put into this one airplane result in a successful 
venture with the least possible risk. 

When appearing before this committee last year, I found there was 
some need, I thought, to review the way in which we get our airplanes 
in production. We do not buy them off the shelf, because the ones 
that are on the shelf are the ones which have been used for a long 
time. I see that you have before you the House hearings, and these 
charts are explained in great detail in those hearings; so, I will not 
bore you by going over the same material. 

In general, the military make their plans for strategic and tactical 
operations. They set up requirements for all kinds of weapons. The 
services, such as General Putt’s, work out specifications for particular 
airplanes and missiles. They ask the industry to submit design 
proposals. Those proposals are evaluated, and a contract is placed 
or a prototype aircraft, for one, two, or three. 

Now NACA ties into this picture at practically every stage. When 
the military requirements are written, we are often consulted, usually 
not formally but informally, for example, as to how fast it is practical 
to ask our industry to make an airplane to fly. What is the technical 
situation? How much in advance could we reasonably expect to 
get it? When these specifications are written, often the results o! 
our research are used in connection with specifications; and when 
industry has submitted design proposals, there is frequently an occa- 
sion or requirement to make a specific investigation of particular 
designs. 
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Running through this very quickly: Beyond the proposal stage, 
when the contract is made, we come to this prototype stage, the 
building of one, two, or three. That is the stage that the B—52 is in 
now. Several years ‘back it was a proposal and a contract was made. 
Now the prototype is under construction. That airplane will be 
flown first by the pilots of the manufacturer and then by the pilots 
of the military service. In these flight tests the pilots usually find 
some little quirk, some little characteristic, which is not the best that 
could be done. As a result of that, we may be asked to make a 
specific investigation. In any case there are usually some modifica- 
tions to this prototype. There is an improvement to the prototype. 
Perhaps investigations are made at this stage or at both stages. 

Finally, the military evaluate not only from the technical standpoint 
that the ‘airplane i is an airplane that flies and has a certain per formance 
but that it can be built in quantity; that the “‘logistics,’”’ as the mili- 
tary men speak of it, are satisfactory. The tactical ‘and strategic 
people say it is not only an airplane that flies but one that can be used 
for military missions. 

If the prototype successfully gets through this stage, then it enters 
the production stage. Most people think that when the production 
stage is reached the research is finished. That is not true for several 
reasons. 

The first one is that when the airplane is actually flown by the serv- 
ices the need is seen for some improvements and design changes and 
more especially a new engine comes along with greater thrust, and 
it is seen that the utility of this airplane can be improved by putting 
the new engine in it, or by changing perhaps other details of its design. 
The B-36 has gone through seven or eight such changes. They are 
indicated by che letters which appear after the types. ~ When you see 
F-86-E, that means there has been an A,*B, C, and D previously. 

In connection with those changes, again research is applied where 
available and specific testing may be required. 

Senator SatronsTaLL. Why does obsolescence come into your 
considerations? 

Dr. Drypren. Only as we are called upon by the military services in 
connection with the production changes that they make to avoid 
obsolescence. With respect to the B-36, I think there has been at 
least one engine change, and others are contemplated. Putting in an 
engine of greater power may prevent the airplane from becoming 
obsolescent. 

You see, we have a double-barreled job. It is to keep our present 
aircraft improved to the highest possible point, also to look ahead to 
the radically new things. 

Senator SALTONSTALL. I brought that in because there is a great 
deal of difference of opinion between the Navy and the Air Force on 
the question of obsolescence. But your only connection with it 
comes from what? 

Dr. Drypen. From the work that arises from the efforts made to 
improve the aircraft to avoid obsolescence. 


REASON FOR INCREASE IN SALARIES AND EXPENSES 


Now, first of all, the increase in operating expenses that we are 
requesting is because of the increase in the specific investigations that 
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are and will be requested by the military services because of the great 
expansion of their own development programs in aircraft. The ques- 
tion I am now going into is a matter of cost. The cost of the airplane 
has gone up, as you know, and the cost of research also goes up. Many 
people have the mistaken idea that this is a question of inflation, of 
simply the changing value of the dollar; but the real reason—and | 
think you should all understand it very fully—is that following the 
last war we entered the development of an entirely new breed of 
aircraft, and the best way I know of to show that to you quickly is to 
point out what has happened to the speed of aircraft. 

This [indicating] is the way the world’s speed records have gone 
up to about 1947. You will remember about 1944 or 1945 the jet 
engine entered the picture, together with supersonic aerodynamics. 
The planes shown by these points [indicating] are flying. T he X—1 you 
know about. I cannot put these figures in the record. This [indi- 
cating] is the current speed of the X-1. It will probably go somewhat 
higher with another version which we will receive very shortly. 

These [indicating] are the Navy D-—558 series. This one was in 
existence a very short time when it broke the world’s speed record, 
as you will recall. 

The D-—558-2 is now flying. This chart was prepared 4 or 5 vears 
ago in making presentations to the House Committee, and _ these 
points [indications] were predictions. Here is when we thought the 
D-—558-2 would fly. Here is when it actually flew. 

There are two airplanes which have not flown. The X-2, which is 
this airplane, built by the Bell Co. It will fly that fast [indicating]. 
It is an unusual airplane in many respects. Its date has been shoved 
back a little bit. 

Senator Maysank. That will fly in 1951? 

Dr. Drypen. This will fly in 1951. 

This [indicating] is the last ot the present series of research airplanes 
built to explore flying at these high speeds. On this airplane, again 
the date has been shoved back slightly. You notice it has a quite 
different type of configuration. 

(Discussion off the record.) 

Dr. DrypEen. The reason for showing this is to show that the air- 
planes which we are now developing are airplanes of a totally different 
character than the propeller-driven airplanes we have known before, 
and the reason the cost is so much greater is the increasing number of 
problems to be solved, the types of construction that have to be used, 
the amount of research that has had to be done before such airplanes 
can be built successfully. 

Senator SartonsTaLi. Could IT ask two questions? I would like to 
have them on the record; but, if you say not, we will take them off. 


MILITARY DETERMINES WHETHER SPECIFICATION CHANGES ARE MADE 


First, how much does your civil-aeronautics experimental work tie 
into the question of preparing contracts so that they are standardized? 
As I understand it, during World War II one of the great problems 
was to say, “This is it,” and then go ahead and mass produce what 
was decided on without constantly changing it, so that the industry 
could not make firm machinery and so on, ‘and out of it evolved the 
B-29 and the B-36 and your other new ones. Now, how much 
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responsibility or authority do you have to say, ‘We do believe this is 
an improvement but not enough of a value of improvement to change 
the contracts and to change the machinery,” and so forth? 

Dr. Drypen. The National Advisory Committee for Aeronautics 
has no responsibility of that character. It is wholly a matter within 
the military departments to say at what stage you shall freeze and 
say, “ This is the airplane we are going to build, 1 ,000 or 2,000 of them.’ 

Senator SALTONSTALL. So, your job i is constantly to try to get better 
and better airplanes and leave the responsibility to decide whether to 
mass-produce those new improvements on an existing plane to the 
military? 












e Dr. DrypeEn. Yes. 

a Senator SALTONSTALL. In other words, you are the research 
specialists whose job it is to keep constantly going ahead, with no 
responsibility except to get a better airplane? 

a Dr. Drypen. To carry out the research which the designers in the 













industry need to get a better airplane and to do the specific testing 

which the military asks us to do. Those are the two responsibilities 

™ of the NACA. 

Ps Senator SALTONSTALL. My second question is this: You show con- 
' stantly increasing speed? 

Dr. DryprEn. Yes. 


























USE OF JET PLANES IN 





KOREA 





A Senator SALTONSTALL. Now, we have been reading the newspapers. 
> I would gather that certain increased speeds in Korea proved to be 
’ valueless because they went over targets so fast they could not 
score hits. 

Dr. Drypen. I do not understand the reports I have seen that 
way, sir. 

Senator SALTONSTALL. Of less value, then, not valueless. 

Dr. Drypen. It may be for the particular purpose of ground- 
support aircraft under a situation where there is no air opposition 
that a fast airplane is not the most useful one, but I do not believe 
that has much bearing on the question of the military value of speed. 

Senator SALTONSTALL. From your point of view as a research 
expert, then, the element of constantly increasing speed is still an 
element of value? 

P Dr. Drypen. For fighter and interceptor aircraft. If you want to 

© talk of air transport or ground attack, that is another problem. We 
still build helicopters and antisubmarine airplanes which do not 
involve these questions. 

Senator SALTONSTALL. Now, as to that new plane that you showed 
us the model of which Senator Cordon asked about? 








DEFENSE INTERCEPTOR PLANES 










vr. Drypey. Essentially, it is an interceptor to protect a city or 
» base. You could not use this to travel a thousand miles on a fighter 
* mission. The ones at the frontier of speed, as far as I know, are only 
» the interceptor-type aircraft, the ones you rely on to get up very 
quickly to meet the bomber which is coming over your base. 
Senator SaLronsTaLL. That would be the purpose of this type? 
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Dr. Drypen. Yes. 

Senator SatronstaLuL. That plane would be manned by one man 
or two? 

Dr. DrypEeNn. One man. 

Senator Corpon. What is the ceiling operation on that airplane? 

Dr. Drypen. We would not like to put that in the record. There 
is no reason why you cannot make it as high as needed. That is 
part of our job to be able to operate the engines at higher and higher 
altitudes. 

Senator Corpon. I have seen statements in the press with respect 
to the matter, and the contention is made at least that the B-36 
would be safe from interception because of the high ceiling it was 
going to acquire. So far as intercepting bombers are concerned, the 
interceptor has to be able to reach the ceiling of the bomber. 

Dr. Drypen. Such questions can only be answered in the light 
of a particular situation. My own feeling about these controversies 
is that the weapons are part of the tools of warfare. The brain of the 
people using the weapons is more important or as important, certainly, 
as the specific characteristics of the weapons. I do not mean to say 
we can fight a war with Civil War muskets or anything of that sort 
but, in this highly complex problem you are thinking about, the safety 
of a certain type of bomber, you have to consider what the enemy has; 
you have to consider the mentality of the people on both sides, their 
ingenuity in meeting particular situations. I do not think that any 
general answer can be given. 

Of course one trouble that confuses you and the public, I am quite 
sure, is that when we talk about aircraft it is like talking about the 
human race; there are all kinds, the old fellows who are ready to quit, 
there are the ones in the prime of life that are carrying the burden 
of fighting now, and the ones that are just being born. This [indi- 
cating] is a young baby, one that is coming on the scene. Even if we 
decided that we wanted large numbers of “that airplane we could not 
have it for 6 years or something of that sort. 

(Discussion off the record.) 

Dr. Drypen. I mention this rising cost now. I will not put the 
numbers in the record because I do not know from the military exactly 
which of these are secret. 

Senator Corpon. Why should the cost be secret? We have to pay 
it. I can understand secrecy with reference to the matters you have 
been discussing, but not the amount of dollars you pay. 

Dr. Drypen. To tell you the honest truth, this is dealing with 
military research and development funds. I suppose you might say 
that I have been lazy in not going to see exactly what and why any 
of this is secret. 

Senator Corpon. You are not going to tell us because you do not 
know. All right, go ahead. 

Dr. Drypen. The P-47, which was the fighter in World War 1! 
was developed from military research and development funds at a 
cost of around $1 million, something of that sort. Now the F-91, 
which is one of the fighters in the family, I think is in production. 
When this was prepared this much [indicating] was what had been 
spent. This is what was estimated to complete it. It was of the 
order of $12 million or $13 million. 

It will probably cost about $30 million to develop the prototype of 
the supersonic interceptor. 
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Senator Corpon. You have spent $12 million? 

Dr. Drypen. That is correct; on this research airplane. 

Senator Corvon. The new one will probably cost more? 

Dr. DrypEeNn. Will probably cost more. 

The World War II bomber was the B-29 which was developed at 
a cost of about $9 million. As I say, this is the cost until the first 
airplane flew. They were not tooled up for production. Of course, 
on the B—29 there was a lot more money spent. Do not misunderstand 
this. ‘This is what was spent up until the time of the first airplane. 

On the B-52 it is estimated that we will spend somewhere in the 
ne ighborhood of $60 million or $70 million through the development 
of the first prototype. 

Senator ELLENDER. You say that the first P-47 cost $1 million. 
What did the rest of them cost when they were manufactured on a 
large scale? 

Dr. Drypen. Something around a quarter of a million dollars. 

Senator ELLENDER. How about the other? 

Dr. Drypen. The B-29? 

Senator Erenper. Yes. 

Dr. Drypen. A little over a million dollars. 

Senator E.uenper. And the first prototype cost you almost 
$9 million? 

Dr. Drypen. That is correct. 

Senator ELLENpER. How long a period of time was required to 
put the B-29 into the production stage? Do you know that? 

Dr. Drypen. I was not with the committee then, and I do not know. 

Senator Corpon. They were working on it when World War II 
started, were they not? 

Dr. Drypen. Yes. 

Senator Corpon. In any event, any new type of plane that is 
entirely new to what you already have requires in the first stages— 
that is, from the time you start to work on it until production time— 
anywhere from 6 to 7 years? 

Dr. Dryprn. It depends on the airplane. The time schedule is 
about 3 or 4 years, something of that order, on a small airplane, 
such as a Navy carrier-based fighter. Certainly on these big airplanes 
it is 6 to 7 years. It is more for large airplanes than for small ones. 

Senator Corpon. Is there any breakdown on what this money will 
be spent for? 

Dr. Drypen. It is all spent with the Boeing Co. It all comes out 
of the military research and development funds. Some of it is so- 
called Government-furnished equipment. That means that the 
Government buys the engines and delivers them to the Boeing Co. 
instead of giving the money to Boeing and Boeing buying them. 

Senator Corpon. Then you do not have many engines for one 
plane? 

Dr. Drypen. Yes; you have 12 or something like that. They are 
not all on one airplane but are required in order to keep one airplane 
going and not have to wait for replacements. 

Senator Corpon. What do you do in connection with that? 

Dr. Drypren. On this we have investigated in the wind tunnel the 
stability and control of the airplane. There [indicating] is a model of 
this airplane in the 16-foot wind tunnel at the Ames laboratory at 
Moffett Field. The model has inside itself a balance that measures 
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the lift, drag, rolling motion, and so forth. The object, as I said, 
to be just as sure as you can when you get that airplance in the air 
that you do not run up against something you do not know about. 


DEVELOPMENT COSTS CHARGEABLE TO NACA 


Senator Corvon. Of that estimated $70,000,000, what portion 
would you say is properly chargeable to the work that NACA does? 

Dr. Drypren. None. This money is from the appropriation to the 
military services. We get all our funds directly from Congress. 
Any expenditure we make on the B-52 comes out of the funds you have 
appropriated directly to NACA. 

Senator Corpon. Then the $70 million does not represent the 
total cost? 

Dr. Drypen. The NACA-cost is a small fraction of the total. On 
the B—-29 this chart introduces a slightly new subject. We have not 
only the cost up to the flight of the first airplane but also the sub- 
sequent cost while the airplane was in production. Here [indicating] 
is a few hundred thousand dollars that NACA spent before the first 
airplane flew and the total is perhaps $500,000. This is the kind of 
money we are talking about here. This much larger sum [indicating] 
is what was spent with the manufacturer. 

Senator Corpon. That little dot line up there is NACA? 

Dr. Drypen. To the flight stage. This is the NACA expenditure 
while it was in production. 

Senator Corpon. Around a half million dollars? 

Dr. Dryprn. You see, it is perhaps 6 percent of the total cost. 
We would spend 5 or 6 percent of the sums expended by the military 
services on work in connection with the airplane. If you add to 
that the cost of the armament, the electronics, the atomic bomb, our 
percentage is a very small percentage of the total. 

Senator Corvon. I know; but it is still money. 

Dr. Drypen. It is still money, I agree with you. 

This chart [indicating] again is showing that our own work has 
increased as well as the cost of the airplane itself. Here are two World 
War II fighters, the P-47 again and the F-4U,a Navy one. The effort 
is e xpressed i in thousands of man-hours. This [indicating] again is up 
to the flight of the first one. This [indicating] is subsequent improve- 
ment in successive models. 

Senator Corpon. What part of that represents your work? 

Dr. Drypen. All of this [indicating] is our expenditure. 

Senator Corpon. Then the red is after flight? 

Dr. Drypen. Most of it is after flight of the first airplane. 

Senator Corpon. Which represents vour investigation of the prob- 
lems which the service using the airplane and buying it has worked 
out as the result of actual flight? 

Dr. Drypren. May | go off the record? 

(Discussion off the record.) 


MODEL PLANE TESTS 


Senator Corpon. In regard to the wind tunnel and modifications 
to the model as to some construction details, do they come back for a 
second investigation? 
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Dr. DrypEen. They often do come back for a second investigation. 
It would take an impossible amount of time to try to reproduce in a 
wind tunnel every conceivable flight condition in which the pilot is 
going to operate the airplane. We could be testing for years on the 
same model. So a certain number and types of tests are made which 
assure us there is nothing radically wrong with the airplane. There 
will be minor difficulties. The pilot does not like the force on the 
stick during some particular maneuver, for instance. We attempt to 
help clean up those minor details, plus the study of the effects of major 
changes of power plants, putting on the kind of modification you, 
yourself, suggested and making a check test. Such questions are 
involved in this type of specific work. 

Senator Corpvon. I can understand the defects are found if they 
build a model. That is why they have flight tests. That is why we 
change the models and change the contour and everything about it. 

I was inquiring only with respect to a model presented to you and 
tested by you and then changed before it was constructed. 

Dr. Drypen. That is a continual process. Somebody mentioned 
it before. Senator Saltonstall, I think, mentioned it. That is, the 
difficulty of getting a design absolutely frozen so the production men 
can grind them out as Chinese copies. I do not know of any airplane 
where the production lines can be operated that way, with absolutely 
no changes. 

Senator Corpon. That has not got anything to do with what I am 
trying to get at. I can understand you are going to have to change 
them but, from the time you have tested the model until one is ready 
to fly, it seems to me they should use the model you have tested, or 
come back and get modifications. Nobody has had any experience 
with power plants, stick flying, or anything else. 

Senator ELtenpeER. Are not those tests made in the tunnel before 
you complete them? 

Dr. Dryven. If it is a major modification, it will come back for a 
test. Evidently I have not made that clear. 

Senator Maysank. I do not think you have. 

Senator ELLENDER. When you investigate a model of a plane and 
you say that the speed of that plane will be so much, before you reach 
that conclusion, you have it in this tunnel to determine that. In other 
words that is where you determine it will go x miles an hour? 

Senator ELLeEnprER. By how much do you miss that? 

Dr. Drypun. By very little. That kind of a question hardly ever 
arises. There is hardly any modification of the type we have been 
discussing that will modify the speed. The questions which come up 
are ones concerning what we call flying qualities, the handling of the 
airplane, the maneuverability, the loads that the pilot feels on the 
stick. Some question may come up of a slight structural failure. 
The skin at some point seems to have an abnormal load on it. This 
point wants to be looked into, or the tail vibrates a bit. It is that 
type of problem that comes up. You never miss the speed of the 
airplane by very much. You can predict pretty well what the trim 
angles will be, and allowable center-of-gravity positions, but there are 
things about the flying qualities, which are the usual types of prob- 
lems, which cannot be foreseen. 

Senator Corpon. I am only interested in what is done with a model 
before any planes of that prototype are flown at all—or even built. 
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You say, if there was a major modification, it came back for your 
wind-tunnel test. Is there consultation with your engineers with 
respect to any modification that is made from the time you have 
tested the model until or during the period when that model is being 
translated by construction into the airplane? 

Dr. DrypEen. Sometimes ‘“‘Yes,’’ sometimes ‘‘No. 
general answer to that. 

Senator Corpon. It seems to me there ought to be. If there is 
any change, your engineers ought to know about it. They have 
watched the operation of the model in the wind tunnel. 

Dr. Drypen. I am afraid the only way to answer that would be 
to take vou to the aircraft plant, show you the acres of blueprints and 
the thousands of people employed there. 

Senator MaysBank. It does appear to be if you are going to change 
the model that should be considered. Dozens of minor changes 
might not work. 

Dr. Drypren. I am trying to make clear the changes that we make 
do not affect the operation of the airplane in any major way. 

Senator MayBank. It costs money to go over this work again; 
does it not? 

Dr. Drypen. You have to fly the airplane ultimately. 

Senator Maybank. Then the wind tunnel is not much good if you 
have to fly the plane. All of this money we have spent on the wind 
tunnel is wasted. I have been on this committee a long time and I 
understood that the wind tunnel was the final answer. 


” There is no 


MAJOR FACTORS IN TESTING MODEL PLANES 


Senator Corpon. Is it not true that your model has major charac- 
teristics? One is contour, shape, and that has to be exact. No. 2 is 
weight and 3 is balance. 

Dr. Drypen. That is right. 

Senator Corpon. Those are three major factors that you test in a 
wind tunnel? 

Dr. Dryprn. Yes. 

Senator Corpon. You cannot test the motor, because there is no 
way to do that? 

Dr. Drypren. We can do that, but that is another story. 

Senator Corpon. In the wind tunnel? 

Dr. Drypren. Yes. 

Senator Corpon. On the model? 

Dr. Drypen. No; not on the model. 

Senator Corpon. I am talking about the model. Are there any other 
major factors with respect to the model, its shape, and so forth? 

Dr. Drypen. You cannot, with any single wind tunnel or model, 
test everything. If you want to do the characteristics of the balance 
of the control surfaces, you are often better off with a model of the 
tail or wing by itself. If you want to know whether it will pull out 
in a spin another type of model is required. 

Senator Corvon. Do not these models all carry the same contour? 

Dr. Drypren. The contours are taken from the contours of the air- 
craft under design, as well as they are determined at the time the 
tests are made. It would take a long lecture to give you the whole 
story. The manufacturer has a low-speed wind tunnel. He does some 
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testing on the major configurations. When he gets through, and he 
gets ¢ ee to what he thinks the contours are going to be, he goes to 
Connell University or to the California Institute of T echnology. He 
makes additional tests. He comes to us only for the final checks, 
which reproduce just as nearly as possible, the full scale flight condi- 
tions. 

Senator Corpon. Those present investigational matters have been 
done before you see it at all? 

Dr. Drypen. The final test does assure us that there is no major 
trouble with the airplane. 

Senator MayBank. I wish you could get it down to where there 
would not be any trouble. That is easy to say. 

Dr. DrypEen. So do we. I cannot stand here and honestly tell 
you that if you test a model in a wind tunnel that nothing w ill show 
up in flight. Our experience has been that that is not so. The same 
is true with the engine. You can run the engine on the ground and 
still run into problems when you get it into “the airplane. Nobody 
concerned with these very difficult problems would think of going 
into one of these projects without an adequate wind-tunnel-test 
background. 

Senator Corpon. How much larger than that model is the model 
you put in your wind tunnel? 

Dr. Drypen. The one before us here could go in certain wind 
tunnels. Models vary in size all the way down from full-sized 
airplanes. You may place the F-84 complete in a full-scale low-speed 
wind tunnel at low speeds or a little bit of a model, only a few inches 
long, in a small supersonic wind tunnel. 

Senator MaysBanx. Doctor, are you finished with that phase? 

Dr. Drypen. I would like to turn the floor over to Admiral Lonn- 
quest and General Putt. However, I would like to come back for 5 
minutes later. 


STATEMENT OF GEN. DONALD L. PUTT 
DETERMINATION OF PRODUCTION COST TO GOVERNMENT 


Senator Corpon. General, assuming the cost of a given plane is 
$50,000,000, and that includes two planes fully constructed, ready to 
fly. In the course of the work which preceded and included that 
construction there is a capital investment by the Government in 
tooling and other capital costs, is there not? 

General Purr. If you consider the tooling jigs as a capital invest- 
ment, [ would say “Yes.” 

Senator Corpon. Assuming you then order a certain number of 
those planes to be constructed: When you give that order, do you 
take into consideration the Government’s capital investment in that 
plane, or is that a matter that is to be later taken care of in a renegoti- 
ation of the profits of the company doing the work? 

General Purr. I am not a proc urement expert, but I am quite sure 
these capital costs would be taken into account in establishing the 
price for the production articles. 

Senator Corvon. The whole thing would still be subject to a re- 


negotiation as to the profits that might have been made by the manu- 
facturer? 
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General Purr. That is my understanding of the contract procedure. 

Senator ELLENDER. When you speak of tooling, General, do you 
mean to convey to the committee that in the making of two airplanes, S 
the process of tooling is such that the company that makes those two 
can make as many as you order immediately, without any further 
tooling? 

General Purr. No, sir; I am glad you raised that question. 

Senator ELnenper. You simply have a model and from that you 
make your tools? 

General Purr. That is right. Also, in the process of tooling for a 
limited number, for two—the jigs are quite different from what you 
would use if y ou were going to build a lot of them. So, when I speak 
of available tooling, it is just for those experimental articles. 

If you made a large production of them, you will still have great 
tooling costs. 

Senator ELLENDER. As a matter of fact, would you not say that 
the tooling models that you have there are somewhat like a blueprint 
that a contractor uses to build a house? He has the blueprint telling 
him the size of the room, what must be used in it, and where to put 
this, that, and the other. These jigs you speak of are more or less 
models from which the real tooling is done for the mass production? 

General Purr. That is right. They give him information with 
which he can go ahead with his production tooling. 


STATEMENT OF ADMIRAL THEODORE C. LONNQUEST 


Senator MaysBanx. I understood the admiral was going to carry 
n, along with the general. 

Admiral Lonnaqurst. Mr. Chairman, I have no regularly prepared 
statement on this subject, but the point I would like to make is that 
the services of the National Advisory Committee for Aeronautics 
continue to be of extreme value to the military services. In fact, 
their importance cannot be overestimated. If I might look at it 
from a slightly different point of view, from the tec hnical point from 
which Dr. Dryden has examined the matter, I would like to point out 
that the Navy and equally, the Air Force—and I am sure General 
Putt will bear me out—depend on the National Advisory Committee 
in two broad fields. First, for the fundamental research to produce 
the new basic facts and knowledge upon which advancement in aircraft 
and engine design can be based. 

It is a matter of looking into the future, in this particular category. 
Without the steady flow of new scientific information, aircraft de- 
signers would be just lifting themselves by their bootstraps. We 
must have a constant flow of new tricks. That is the advanced part 
of the research program. 

The second part is this: that we need the special know-how and the 
particular facilities of NACA to insure the prompt solution of the 
problems which invariably arise, as Dr. Dryden has indicated, when 
prototype aircraft of our new program reach the flight stage. The 
various forms of wind tunnels—and there are many tunnels to cover 
the whole set of problems that arise in the development of aircraft— 
these wind tunnels are extremely effective in the solution of problems. 
But they are never perfect. If they were perfect, we would be in a 
very remarkable state of knowledge, either that or we would be doing 
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business with scientific facts which had long been outdated. So, the 
solution of the technical problems which arise when the first airplanes 
come to flight status, or when we seek to capitalize upon early models 
by advancing their improvements in the later stage, like the incorpora- 
tion of new ‘and larger and more effective engines, the solution of 
those problems is extremely valuable to the services. The national 
emergency demands constantly better w eapons, constant emphasis on 
superior quality and on maintaining and increasing our lead in the 
capabilities of our aircraft. 

Suecess in a very large expansion of our military aircraft program 
requires that our approach here be on a twofold basis: first, a broader 
front to our research program, in order to insure the discovery and 
effective utilization of the widest possible range of scientific know]l- 
edge—that is, we must not continue to point ourselves solely on one 
line of approach. We must have a broad field in which opportunities 
to improve our weapons arise from a variety of circumstances. 
Second, as I previously indicated, the ability to solve any specific 
problem as it might arise. 


COORDINATION BETWEEN MILITARY AND NACA 


Some question has been indicated as to the matter of coordination 
between the Military and NACA. The executive agency which is 
known as the NACA has 17 members. Four of these members are 
military members, two from the Air Force and two from the Navy. 
In addition, one of the members is Dr. Webster, the Chairman of the 
Research and Development Board of the Department of Defense, and 


that alone insures a very effective coordination. 

Senator CorDON. ne comprise the balance? 

Admiral Lonnqusst. I have a list here that you may see. 

Senator MAYBANK. ‘Without objection, that will be put into the 
re cord. 

(The information referred to is as follows:) 


NATIONAL ApvisorY COMMITTEE FOR AERONAUTICS 


Created by act of Congress approved March 3, 1915, for the supervision and 
direction of the scientific study of the problems of flight (U.S. C., title 50, sec. 
151). Its membership was increased from 12 to 15 by act approved March 2, 1929, 
and to 17 by act approved May 25, 1948. The members are appointed by the 
President, and serve as such without compensation. 

Jerome C. Hunsaker, Sc. D., Massachusetts Institute of Technology, Chairman 
Alexander Wetmore, Sc. D., Secretary, Smithsonian Institution, Vice Chairman 
Detlev W. Bronx, Ph. D., president, Johns Hopkins University. 

John H. Cassady, vice admiral, United States Navy, Deputy Chief of Naval 

Operations. 

Edward U. Condon, Ph. D., Director, National Bureau of Standards. 

Hon. Thomas W. 8. Davis, Assistant Secretary of Commerce. 

James H. Doolittle, Se. D., vice president, Shell Union Oil Corp. 

R. M. Hazen, B. 8., director of engineering, Allison Division, General Motors 

Corp. 

William Littlewood, M. E., vice president, engineering, American Airlines, Inc. 
Theodore C. Lonnquest, rear admiral, United States Navy, Deputy and Assistant 

Chief of the Bureau of Aeronautics. 

Donald L, Putt, major general, United States Air Force, Director of Research 
and Development, Office of the Chief of Staff, Development. 

— E. Raymond, Se. D., vice president, engineering, Douglas Aircraft Co., 
ne, 

Francis W. Reichelderfer, Sc. D., Chief, United States Weather Bureau. 
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Hon. Delos W. Rentzel, Administrator of Civil Aeronautics, Department of 
Commerce. 

Gordon P. Saville, major general, United States Air Force, Deputy Chief of 
Staff, Development. 

William Webster, M. S., Chairman, Research and Development Board, Depart- 
ment of Defense. 

Theodore P. Wright, Se. D., vice president for research, Cornell University. 


SUBCOMMITTEES IN NACA 


Admiral Lonnquest. And at the level below the main executive 
committee, there is a substantial body of technical committees 
subcommittees which review and examine all of the research and 
development programs which are being done within the scope of that 
particular committee. 

For example, there is a Power Plants Committee. On the Power 
Plants Committee are manufacturers, Air Force, and Navy repre- 
sentatives, so that we can get the benefit of their coordinated thinking. 

New military aircraft have to reach extreme frontiers of human 
knowledge. Those frontiers are not fixed, but they move constantly 
forward under the pressure of discoveries and scientific developments 
all over the world. The Navy expects and depends on the NACA to 
provide the scientific knowledge and assistance which is vital for the 
improvement and the advancement of the aircraft upon which the 
success of our national defense so much depends. 

Senator MayBank. Thank you, Admiral. 

General, do you wish to add something? 

General Purr. Admiral Lonnquest has very admirably stated the 
thoughts that I had, but I would like merely to add that the Air 
Force considers the work of NACA as the very foundation of our 
own development programs for superior weapons in the international 
race for technological superiority. We are dependent on them for 
our fundamental and basic knowledge. When I say “we,” I mean 
the Air Force and industry. And the rate at which they are able to 
proceed with their basic and fundamental research really determines 
the rate of development of our basic combat weapons. If they are 
slow, we have to slow up. So their rate is very vital to us in our 
development program for superior weapons. 

Senator Mayspank. You are testifying about this appropriation, 
so that we will keep advancing as far as possible in the technical 
field for the benefit of the Air Force? 

General Purr. That is correct, sir I think it might be of interest. 
to the committee that the size of the NACA appropriation request 
is due to some extent to the services urging that they needed to 
expand their programs to meet our requirements. 

Senator Maysank. The doctor said he did not go into any experi- 
mental business on planes unless you asked him. 


1950, 1951 APPROPRIATIONS 


Senator Corpon. What was your 1950 appropriation? It seems 
to me you had a big expansion last year. 

Dr. Drypen. Our appropriation for operating expenses in the fiscal 
year 1950 was $43,000,000; we have presently available for the fiscal 
year 1951, $45,750,000. 
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Senator Corvon. What about construction? 
Dr. Drypen. There was a very large construction program author- 
ized by the last Congress, the so- called unitary wind tunnel plan, 
which provides very large supersonic facilities. 

May I take about 3 minutes to summarize the operating picture, 
Mr. Chairman? 
Senator MayBaNk. Please do so. 



















RESEARCH IN MISSILES 





JET PROPULSION AND GUIDED 












Dr. Drypen. We are asking for this increase of funds to avoid 
the mistake we made during the last war. In 1945 about 90 percent 
of our effort was in this matter of specific investigations. At that 
time the refinement of reciprocating engines and refinement of sub- 
sonic airplanes was inv olved—10 percent was on jet propulsion, 

transsonic airplanes and supersonic missiles. That situation, among 
other things, led a committee of the Senate to say that ‘‘in the past 
the NACA and the armed services failed fully to comprehend the 
importance of such revolutionary aeronautical developments as jet 
propulsion and guided missiles.” ‘This is a report of the Mead com- 
' mittee in 1946. The impression has gotten around that we were 
'- doing nothing in this field. It was 10 percent of our effort. 

After the war, with the support of the Congress, we did succeed in 
reversing that ratio, of putting about 20 percent in improving altitude 
performance of jet engines, increased speed and control of transsonic 
airplanes and improved performance of supersonic missiles, and 80 
percent in research on such new things as ramjet engines which find 
application in missiles, supersonic propellers, research airplanes, the 
aerodynamics of very high speeds, automatic control, and some prob- 
4 lems which come at high speeds, from the deflection of parts of the 
airplane under air loads. 

While expanding the development program, we ought to keep up a 

flow of scientific information leading to advanced airplane and missile 

configurations, trying to develop new concepts and looking to large 

:: improvements. At the same time we must deal with the current air- 

: plane and missile designs, refinement and correction of troubles, and 

the essential improvement of current types. Your action here will 

fix the policy. That is really what the size of the budget means. If 

we get the increased funds we are asking for, we can do both jobs. We 

will not make the same mistake as in the last war. We will not get 

such a blast as we got 5 years ago, such as ‘‘This timidity in requesting 

adequate congressional appropriations indicates a lack of forcefulness 

; which cannot be tolerated during the postwar years in the Govern- 

ment agency responsible for guiding and directing our aeronautical 

research program. It is the duty of the National Advisory Committee 

for Aeronautics and the Armed Forces to furnish Congress with the 

full facts regarding their research needs, and to request the funds 
necessary to meet these needs.” 

If we do not get the money, what will happen is this—— 

Senator Corpon. How much does that represent in your budget? 

Dr. Drypen. The whole increase is entirely on the basis of the 
specific investigations in order to maintain the same level of research 
effort. 

Senator MayBank. In other words, research is the thing you want. 
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Dr. Drypven. If we do not get the increase, the research will suffer. 
The specific work has to be done. That is the policy decision you are 
making when you determine the size of the appropriation. think 
that is sufficient, from my point of view, on the current expenses. If 
you would like to move to the construction item, I would be glad to 
do that. 


POWER SUPPLY AT LANGLEY FIELD 


Senator Corpon. What about the power at Langley Field? That 
question was up before this committee last year. 

Dr. Drypen. Yes. No contract has been signed, to answer your 
question. 

Senator Corpon. Where are you getting with respect to this ques- 
tion of a contract with Virginia Power on the one hand, or the Depart- 
ment of the Interior on the other? 

Dr. DrypEen. We have had offers from both sources. 

Senator Corpon. You had them last year. 

Dr. Drypren. No; we had no definite offer, sir. We have had 
offers of contracts. 

Senator Corpon. We had information of offers from both. 

Dr. Drypren. You remember, we had some discussion at the 
hearing that a letter had been written, which we received the day 
before the hearing. Both Southeastern and Vepco have made addi- 
tional offers, which are being considered. Negotiations have been in 
progress between Southeastern Power and Vepco on wheeling the 
power from Southeastern Power to Langley Field. We understand 
negotiations have apparently ceased, as of March 30. Southeastern 
Power arranged to meet with NACA and they have tendered a new 
offer which is being studied and being compared with the Vepco offer. 
So the situation is not greatly different from what it was at the time 
of the hearing. No contract has been signed. There have been 
negotiations between Southeastern Power and Vepco and_ between 
both companies and ourselves. 

Senator Corpon. Nothing has been done yet? 

Dr. Drypen. It is 3 months since the hearing. 

Senator Maypank. Is there anything further before the doctor 
proceeds with the construction? 


CONSTRUCTION AND EQUIPMENT 


AMOUNT FOR CONTRACT AUTHORITY 


Dr. Drypen. The construction items are shown on page 88 of the 
booklet that you have. I will speak briefly of these various items. 

Senator Maysank. How much is this contract authority? You 
have not gotten that broken down? 

Mr. Utmer. I wonder if I might speak for just a minute and bring 
you up to date on the NACA construction picture? Please turn to 
page 389 of the House hearings. I will refer to that. I think it sets 
out the entire construction program very clearly. 

Starting at the top we had a fiscal year 1949 program of $26,057,000. 
There still remains for liquidation of that program an amount of $922,- 
800, which you see in the column to the far right, under “Requested 
1952 cash.” 
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In 1950 we received a program of $12,722,800. We are asking for 
¢4,920,000 to complete the liquidation of that program. 

We received a supplemental appropriation in 1950 for the unitary 
plan. That was provided entirely as a cash appropriation. There is 
no additional money being requested for that. 

In 1951 we received a program of $13,318,000 of which $2,318,000 
was cash, and $11,000,000 was contract authority. We are asking 
for additional liquidating cash on that program of $5,857,000. There 
will be a further item in later years, to complete that program. 

In 1952 the total estimated cost of the projects that we are request- 
ing is $13,300,000. ‘That is being requested entirely as a cash appro- 
priation, pursuant to a change in policy on the part of the Bureau of 
the Budget whereby all future construction appropriations will be 
requested in cash. 
© Senator Corvon. I am interested in total estimated or approved 
© costs. Who approves the cost? 
| Mr. Umer. The Congress. When a program is authorized by 
the Congress, it then becomes approved. 

Senator Corpon. I see a place here where I would like to see one 
more column, in which the total estimated cost of the particular 
facility is set up and whether it is going to be done in 1 year, 2, 3, or 
5 years, how much are you going to spend for it? 


1952 TOTAL REQUEST FOR FACILITIES 


Mr. Unmer. Those are the final full costs. Take, for example, 
the 1952 program. There are $13,300,000 worth of facilities. That 
is the complete cost. 

* Senator Corpon. You mean next year you will not be in for more 

> money for Langley Field laboratories? 

' Mr. Utmer. Perhaps for additional facilities, but not for these. 

These are the full costs of the facilities we are requesting money for. 
Senator Corpon. This thing can go on endlessly. 


AMOUNT FOR WIND TUNNEL MODERNIZATION AT LANGLEY FIELD 


Dr. DrypEn. In the research business you cannot stay static with 
your research facilities. Take this mere question of increasing speed. 
Congress has been supporting a program over the past years of con- 
verting most of our principal wind tunnels to operate at speeds around 
the speed of sound. You have in this budget $4,586,000 to modernize 
a 7- by 10-foot tunnel at Langley Field. 

In previous years money has been appropriated to modify a 16-foot 
tunnel, an 8-foot tunnel, et cetera. I think there may be one other 
wind tunnel. This almost completes it. 

That is a program that has extended over several years. This 
$4,586,000 will make it possible to run tests in that wind tunnel at the 
speed of sound. 

Senator Corpon. Let us take any one of these items. You have 
the fiscal year 1952, Langley Field Laboratory, $5,522,000. What 
are you going to do with that? 

Dr. Drypen. I just mentioned $4,586,000 of it. Another is 
$136,000 for an addition to a laboratory building to provide more 
space. There are $800,000 in utility improvements. 
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Senator Corpon. What does that mean? 

Dr. Drypen. That refers to a water storage tank to provide ade- 
quate cooling water for wind-tunnel operation and reserve capacity 
for fire protection and an access road, to eliminate a hazard resulting 
from using a roadway as a taxi-strip. Also, additional air-storage 
tanks to supply air for several smaller wind tunnels and jets, a re- 
frigeration system to precool air used in tests, and electric power and 
telephone cables. 


AMOUNT FOR FLIGHT TEST FACILITIES, EDWARDS AIR BASE 


The other large item in our construction program is $4,323,000 for 
flight-test facilities at Edwards Air Force Base. I do not know 
whether this committee has heard the Air Force presentation on its 
plans for that expansion or not. 

Senator MayBanx. We have not had any hearings with the military 
this year. 

Dr. Drypren. We have no facilities, other than some temporary 
facilities, at Muroc, where we must carry on tests of the very high-speed 
aircraft. It is not safe to operate them from the flying fields such as 
Langley and Moffett Fields. 

There are other reasons—the hazards to the surrounding communi- 
ties, which make it desirable to do this work at this desert base. This 
sum provides for a hangar, instrument shops and office space at the 
Edwards Air Force Base. Land is assigned to us by the Air Force. 
We have the same status there that we now have at Langley, with the 
Air Force, and at Moffett Field, with the Navy. We occupy a certain 
part of the station. 

Their security system operates for our benefit as well as for every- 
body else’s. There are certain common facilities which are used—fuel 
handling, weather services, and that type of thing. Those two items 
alone account for about $8,900,000 of the $13,300,000. 

I mentioned the three items that make up the construction pro- 
gram at Langley. There are other items at the Ames Laboratory, 
including improvements to the 6 by 6 wind tunnel, which is a large 
supersonic wind tunnel. Construction of this wind tunnel was started 
in 1945, and it has been in use for several years. We rely on this 
tunnel very much in the research and testing of supersonic planes, 
missiles and aircraft configurations. This project is an improvement 
to secure greater economy in operation by a change in the working 
section of that wind tunnel. 


HYDROGEN LIQUEFACTION PLANT, LEWIS LABORATORY 


At the Lewis Laboratory you will see an item of $150,000 for a 
hydrogen liquefaction plant. The Lewis Laboratory does a certain 
amount of work on rocket engines and one of the fuels under study is 
liquid hydrogen. It is very hazardous and cannot be shipped. This 
item would not appear as a construction item, except that you have to 
locate it away from any existing buildings, so it does require a shelter. 
It is really a plant to manufacture liquid hydrogen, for use in rocket 
tests. 

Senator Corpon. Have you tested rockets with it heretofore? 

Dr. Drypren. We have not been working with liquid hydrogen. 
We have been working with many other proposed fuels. 
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Senator Corpon. Has anybody else in the Government been work- 
ing with liquid hydrogen in this field? 

Mr. Rursrock. There is an interest in liquid hydrogen for the 
extremely long range rockets. It offers considerable possibilities if 
these various technical problems could be solved. 

Senator Corpon. Where do we get the liquid hydrogen which we 
use now? 

Dr. DrypEN. This liquid hydrogen plant is a piece of equipment 
that can be bought. Similar plants are used in universities where 
they do research on hydrogen. They use liquid hydrogen for very 
low temperature tests. This project would ordinarily come out of 
the operating funds, except that the plant has to be put in a shelter 
that is some distance from the other buildings, so that you do not blow 
up the laboratory. For that reason it appears as a construction item, 

rather than as an operating expense item. 

The high-altitude fuels facilities also relate to rockets. We have 
facilities for investigating the turbojet engines at high altitudes, up 
to 60,000 or 70,000 feet. We do not at the present time have facilities 
for testing roc kets at altitude. You cannot test rockets in the same 
facilities, because of the fumes, which would ruin the equipment. This 
is a relatively small scale facility. 

Another reason is that rocket engines, as you know, operate at any 
altitude, even in free space or under water, for that matter. In this 
facility, we will go to a considerably higher altitude than in our other 
facilities. The problems relate principally to ignition, of getting 
combustion started. Once started, there is no trouble. The ignition 
of rockets at high altitudes presents many technical problems. 

Senator MayBank. In the House hearings, on page 399, you have a 
list of projects in regard to preference or priority. Do you still feel 
that way, that if anything should happen, that those are the priorities 
that in your judgment and in the committee’s judgment, this com- 
mittee ought to look into? 

Dr. Drypen. Yes. These priorities were fixed by the 17 members 
of the NACA. 

Senator ExtenperR. Pursuing a question asked by Senator Cordon 
a little while ago, if we give you : the $25,000,000 cash, will that provide 
a sufficient sum to take care of all contract authority plus the new 
facilities? 

Dr. DrypEn. Yes. 

Senator ELLENDER. But you are coming back later for more money 

Dr. Drypen. We will not be back for any more for these fac iting. 

We may have other needs. 

Senator ELLeNpER. What do you mean on page 389 of the House 
hearings when you say that in order to liquidate all of these projects, 
that is, principally the contract authority, you will have to come back 
for $5,142,800? 

Mr. Utmer. That is correct, sir. 

Senator ELLENDER. Then, in answer to Senator Cordon’s question, 
you were in error? 

Dr. Drypen. I am very sorry, but I am in error in that the 1951 
program will require additional cash liquidating in the amount of 
$5,142,800. 

Senator ELLENDER. So, to complete all the projects now authorized, 
you would have to come back to C ongress for another $5,142,800? 
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Dr. Drypen. That is correct. 

Senator Maypank. Are there any further questions, gentlemen? 
If not, Doctor, we appreciate your presentation, along with the other 
gentlemen here. I am asure when the full committee meets, it will 
give this matter due consideration. 


SECURITIES AND EXCHANGE COMMISSION 


STATEMENT OF DONALD C. COOK, VICE CHAIRMAN, SECURITIES 
AND EXCHANGE COMMISSION; ACCOMPANIED BY BALDWIN 
B. BANE, DIRECTOR, DIVISION OF CORPORATION FINANCE; 
ANTHON H. LUND, DIRECTOR, DIVISION OF TRADING AND EX- 
CHANGES; MORTON E. YOHALEM, DIRECTOR, DIVISION OF 
PUBLIC UTILITIES; ALFRED HILL, EXECUTIVE ASSISTANT TO 
THE CHAIRMAN; AND JAMES J. RIORDAN, BUDGET OFFICER 


PREPARED STATEMENT 


Senator Maysank. Mr. Cook, the prepared statement that you 
have is different from the statement that you made before the House? 

Mr. Cook. It is different, Mr. Chairman. May I make this sug- 
gestion? Suppose I read only the first few pages of this statement, 
and then submit it to the committee for the record. 

Senator Maysank. Without objection, the report will be made a 
part of the record at this point. 

(The statement referred to is as follows:) 


STATEMENT OF Donaxtp C. Cook, Vick CHAIRMAN 


Mr. Chairman, members of the committee, my name is Donald C. Cook, and 
I am Vice Chairman of the Securities and Exchange Commission. The Chair- 
man of the Commission, Harry A. McDonald, is necessarily absent from the city, 
and has asked me to convey to you his regret on being unable to attend this 
session. 

Our budget hearing before the House Appropriations Subcommittee was held 
on February 28. That committee has not yet reported the appropriation bill 
now under consideration. 

Our budget request for 1952 is $5,924,000. This is $306,000 below our 1951 
appropriation of $6,230,000. This reduction is accounted for principally by two 
items. One of these is rent and utility service for our field offices, which would 
normally cost us $156,000, and which will henceforth be paid by the General Serv- 
ices Administration. 

The other is the elimination of a reserve of $150,000 which we established in 
our 1951 appropriation at the direction of the Bureau of the Budget; this had 
the effect of a budget cut when imposed upon us, and we are continuing it as a 
permanent cut. 

Thus, I want to make it clear to the subcommittee at the outset that we are 
not claiming credit for the over-all reduction of $306,000 which appears in our 
budget estimates. We are asking for an average of 1,050 employees, which is 
the average allowed us in our current budget. This does not mean, however, 
that we intend to be static in our operations. Actually, we propose to drop 
positions in areas where we think they can be dispensed with, and to add positions 
in areas where we think a real public purpose will be served. I will discuss these 
point by point, and I hope to be able to satisfy the subcommittee that we are 
acting reasonably. Before getting to the details, however, I should like to make 
some general observations to place this matter in proper perspective. 

So far as the number of emplovees is concerned, the Commission is now oper- 
ating at what is for practical purposes an all-time low. As an appendix to this 
statement you will find a chart showing our personnel situation since 1938. The 
Commission was created in 1934 to administer the Securities Act of 1933 and the 
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Thereafter, Congress gave us an additional 
statute to administer on an average of once a vear, until in 1940 we were admin- 
istering seven statutes—and we are administering all these statutes today. 

We reached our top personnel level in 1941, when we employed 1,723 persons. 
Since then our employment rolls have dropped steadily, and today we employ 
1,050, a decrease of 40 percent. Only in 1 year has the number of employees 
been less, and that was in 1950, when a reduction in force dictated by budget 
stringency brought us down to 998. This forced us to eliminate or postpone 
some very important parts of our work. In the 1951 budget, Congress allotted 
us funds for an average of 1,050 employees, and we are now requesting the same 
number of employees for the coming vear. 

| have mentioned a 40-percent decline in our personnel rolls since 1941. There 
has not been a corresponding decline in our functions. It is true that we have had 
a somewhat diminishing job in the administration of the Public Utility Holding 
Company Act of 1935, which I will discuss later in greater detail. Our Division of 
Public Utilities has dropped from 228 employees in 1941 to 97 in our current 
budget request, a decrease of 131. During the same period the Commission-wide 
decrease had been 673. Yet our statutory responsibilities, apart from the Holding 
Company Act, are the same today as they were in 1941. 

Of course, we do not need the 1,723 employees we had in 1941: we have acquired 
experience and know-how in our job, and we can naturally get along with less. 
But, I do wish to avoid the suggestion that we think the 1,050 total we now request 
is entirely adequate. Just as 1,050 is a bedrock figure as compared with our em- 
ployment figures in previous years, so too is it a bedrock figure in the light of our 
statutory responsibilities. We could do a good deal more to protect the investor 
if we had the money, and I am not speaking of intangible or theoretical benefits, 
but benefits which are real—such important and clear benefits as preventing 
larcenies and frauds, for example, as I think my testimony will make clear. Now 
to the details of our budget estimates. 

We are requesting funds for 13 additional broker-dealer inspectors in our 
regional offices. Some 4,000 broker-dealers are registered with us. In many 
respects they perform a function similar to that of a bank or a trustee. ‘'hey 
hold large amounts of money belonging to their customers. They have in their 
possession many millions of dollars of valuable securities belonging to their 
customers. And wholly apart from these quasi banking and trustee functions, 
there is the general problem of seeing that there is fair play in the dealings of these 
sophisticated professional traders with their unsophisticated customers—which 
is one of the primary purposes of the securities laws. The Commission has 
promulgated bookkeeping rules and other rules, specially applicable to broker- 
dealers, and one of the few ways we have to enforce these rules is by periodic 
inspections of their books. In 1950, gentlemen, we had 906 inspections. At 
this rate the 4,000 broker-dealers registered with us can be visited by our inspectors 
on an average of only once in every 4% years. Since some of them have to be, and 
are, visited more often than that, it means that others have to be neglected for 
longer periods. The 906 inspections in 1950 revealed 165 cases of violation of the 
margin rules, 56 cases of improper use or handling of customers’ securities, 15 
cases of secret profits, and 59 cases where there was a serious question as to com- 
pliance with our rules governing financial responsibility. Some of the broker- 
dealers inspected were guilty of more than one violation. 

At the present time, we have a total of 64 broker-dealer inspectors, and we are 
asking funds for 13 more. We feel this is a very reasonable request, even in 
these times, particularly when we propose to absorb the cost by cutting elsewhere. 

One of these cuts would be in our Division of Public Utilities, where, as I have 
indicated, we propose to reduce the number of employees from 114 to 97. The 
job of breaking up the great holding company empires is approaching completion, 
but the potatoes on the bottom of the barrel take just as much time and effort 
to peel as the potatoes on top, and we are not slackening our efforts simply be- 
cause we are nearing the end. Most of the preliminary problems are now solved, 
and the program of divestment is in high gear. Last year divestments by holding 
companies aggregated 2.2 billion dollars, as compared with 1.7 billions in 1949 
and 1.2 billions in 1948. The figures, gentlemen, are in billions, and we are 
under a duty in every case to see that a reasonably fair price is obtained, that 
competitive conditions are maintained, and that investors are otherwise pro- 
tected. The amount of utility assets still to be divested aggregates somewhere 
between 6 and 7 billion dollars. 

It is true that we have worked out some very difficult reorganizations under the 
Holding Company Act, but some of the most difficult ones still remain. Moreover, 
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as you know, we have a continuing responsibility over financings and many other 
types of transactions by registered holding companies and their subsidiaries— 
responsbility which will continue even after the last divestments required by 
section 11 have been made. The vast expansion program of the utility industry 
in recent years—and it is now at peak leve]l—has brought a corresponding increase 
in these phases of our work. 

Nevertheless, there has been some reduction in the tempo of our work under the 
act, and we propose to eliminate seven positions in our examining sections, where 
the bulk of the day-to-day work is done. We also propose to eliminate com. 
pletely our original cost section, where we are now allotted 10 positions. The 
work of this section is practically done, and the little that is left can be absorbed 
by our examining sections during the coming fiscal year. 

We come now to our Division of Corporation Finance, which is our largest 
division, and which is the one which processes registration statements, annual 
reports, proxy-soliciting material, and the like. About half the work done jn 
that Division is done under a deadline, as in the case of a registration statement 
that must be cleared within a given time. Speaking of registration statements, [ 
wish to note that, notwithstanding the fact that the volume of registrations was 
the same in 1950 as it was in 1949, the median time that elapsed from the time 
of filing a registration statement until its final clearance was 21 days in 1950, 
as compared with 22% days in 1949. In 1947 the figure was 30% days. The 1950 
figure is an all-time low, and it is an achievement of which we are proud. 

The basic work of the Division of Corporation Finance is done in the examining 
sections. In general, these sections are made up of a trained analyst who is the 
section chief, one or two attorneys—usually two—and five or six examiners. At 
the present time, these men are served by two stenographers. That is not enough 
A great deal of the time of these valuable professional men is wasted in writing 
things out in longhand, and even after that is done time must often elapse before 
the material is typed. This is inefficient and a waste of professional manpower, 
We are asking for one more stenographer for each group. Actually we are asking 
for ll rather than 12. We hope to get the twelfth from the executive staff of the 
Division. 

We propose to drop clerical positions amounting to 4 man-years in our Division 
of Administrative Services. These employees have been engaged in a program 
of repairing our docket files and disposing of obsolete and unnecessary records, 
which is a major problem in our Commission, for reasons which I will indicate. 
That job is now largely completed, and we think that provision for 2 man-years 
in the 1952 budget will be adequate, although sometime in the future we will 
have to do some microfilming. 

I have mentioned the problem of records. Our Commission is the principal 
repository in the United States for information—financial and otherwise—con- 
cerning our great business corporations. The material has been filed with us so 
that there will be full public information concerning the securities of these corpo- 
rations; and the data that are found in the financial manuals and similar publica- 
tions come largely from our files. 

This great volume of information is filed in accordance with relatively uniform 
accounting regulations which we ourselves promulgate. When properly analyzed 
and correlated, this information tells us a thousand and one things we need to 
know, particularly in these times, about our economy and the direction which 
our economy is taking—and we have found that the demands for this information 
come no less from business than from Government. At the time of our 1950 
reduction in force, we tried to eliminate some of this work of compilation and 
analysis, and found that we later had to make it up. Somebody simply had to 
do the work, and the Budget Bureau found that we could do it most efficiently. 

We are requesting three additional employees in this field. The project on 
which they are to be employed is the study of business plans for capital expendi- 
tures. The Joint Congressional Committee on the Economic Report has stressed 
the need for ‘fuller information on business intentions with regard to capital 
expenditures.”” We have been making such studies for some time, but now, in 
accordance with this statement of the joint congressional committee, and ip 
accordance with specific requests from the Council of Economic Advisers and the 
National Security Resources Board, we plan to make important improvements 
in our estimates of capital expenditures. The plans provide for a more extensive 
sampling of reporting companies, for more detailed industry breakdowns, and for 
similar measures to increase the usefulness of the final product. This will require 
three additional statisticians. I think this request is very reasonable. 
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That, in brief, is our story. Our statutory responsibilities are as great as they 
ever have been, and we are operating with 60 percent of the staff we used to hay. 
The flotation and registration of new securities continues at the high postwar 
level. So far as concerns trading on the exchanges, the daily average number of 
shares traded during the calendar year 1950 was 80 percent greater than in 1940- 
the daily average dollar value of shares traded was 104 percent greater. Com. © 
plaints from the public coneerning alleged frauds—and it often turns out to be & 
fraud—increased last year by more than 25 percent. 
We are a small agency—in fact, one of the smallest—but we have a big job to 
do. We are performing vital functions, and we feel that we are at rock botton 
now. 
We at the Commission are fully aware of the demands of the defense effort. |i 
has been my privilege to have seen much of that effort at close range. It is against 
that background that I say I believe our own request is modest. a 
If you have any questions, my associates and I will be glad to answer them. a 


Senator Mayrranx. You may proceed and read such portions of [7 
your statement as you wish. 


Mr. Coox. Mr. Chairman and members of the committee, my [4 
name is Donald C. Cook, and I am Vice Chairman of the Securitics 9 
and Exchange Commission. The Chairman of the Commission, Harry [4 


A. McDonald, is necessarily absent from the city and has asked me F> 
to convey to you his regrets on being unable to attend this session. 

Our budget hearing before the House Appropriations Subcommittee 
was held on February 28. That committee has not yet reported the 
appropriation bill now under consideration. 


REDUCTION IN BUDGET ESTIMATE 


Our budget request for 1952 is $5,924,000. This is $306,000 below 
our 1951 appropriation of $6,230,000. This reduction is accounted 
for principally by two items. One of these is rent and utility service 
for our field offices, which would normally cost us $156,000, and which 
will henceforth be paid by the General Services Administration. 

Senator Maypank. But we have to pay the General Services Ad- 
ministration. 

Mr. Coox. That is correct, as we make clear here in the statement. 


ELIMINATION OF RESERVE FUND 


The other is the elimination of a reserve of $150,000, which we 
established in our 1951 appropriation at the direction of the Bureau 
of the Budget. This had the effect of a budget cut when imposed [Ry 
upon us, and we are continuing it as a permanent cut. : 

Senator Mayspank. How many positions were cut out? | 

Mr. Coox. The number of jobs, you mean? ie 

Senator MAYBANK. Yes. 


REDUCTION IN NUMBER OF EMPLOYEES 


Mr. Riorpan. Positions were reduced by 30 from 1,110 to 1,080 

Senator Maysank. If I am wrong, correct me, but I notice there 
were some increases in regional-office positions. Is that right? . 

Mr. Riorpan. That is right. i 

Senator Mayspankx. You reduced the staff here in Washington 2 
more than that figure would show, because you have increased some : 
regional offices. | am going by the House hearings. 

Mr. Riorpan. Mr. Cook will explain that point. 
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Senator MayBank. I did not mean to run ahead. 
Mr. Cook. The points you have made are all correct, Mr. Chairman. 
Senator MAYBANK. Please proceed. 


PERSONNEL REQUESTED 


Mr. Coox. Thus I want to make it clear to the subcommittee at the 
outset that we are not claiming credit for the over-all reduction of 
$306,000 which appears in our budget estimates. We are asking for 
an average of 1,050 employees, which is the average allowed us in 
our current budget. This does not mean, however , that we intend to 
be static in our operations. Actually, we propose to drop positions in 
areas Where we think they can be dispensed with, and to add positions 
in areas where we think a real public purpose will be served. I will 
discuss these point by point, and I hope to be able to satisfy the sub- 
committee that we are acting reasonably. Before getting to the 
details, however, I should like to make some general observations, to 
place this matter in proper perspective. 


STATUTORY RESPONSIBILITY 


So far as the number of employees is concerned, the Commission is 
now operating at what is, for practical purposes, an all-time low. As 
an appendix to this statement, you will find a chart showing our 
personnel situation since 1938. The Commission was created in 1934 
to administer the Securities Act of 1933 and the Securities Exchange 
Act of 1934. Thereafter, Congress gave us an additional statute to 
administer on an average of once a year, until, in 1940, we were 
administering seven statutes, and we are administering all these 
statutes today. 

Senator Corpon. What are they? 

Mr. Coox. No. 1, the Securities Act of 1933; No. 2, the Securities 
Exchange Act of 19 134 ; No. 3, the Public Utility Holding Company 
Act of 1935. The next one is the Trust Indenture Act of 1939. Then 
follows the Investment Company Act of 1940. 

The Commission has functions under chapter X of the Bankruptcy 
Act, with reference to corporate reorganizations. 

Also, the Investment Adviser Act was passed at the same time as 
was the Investment Company Act of 1940. 

Senator Corpon. I would like to get a thumbnail picture of what 
you do. 

SECURITIES ACT OF 1933 


Mr. Coox. Under the Securities Act of 1933, the Commission has 
jurisdiction over the sales of securities, public offerings of securities, 
made through the means and instrumentalities of interstate commerce. 

Senator Corpon. What portion of your force is devoted to that? 

Mr. Coox. The organization of the Commission, Senator, is not on 
the basis of the statutes administered. What I mean to say by that 
is that the Corporation Finance Division will administer some pro- 
visions of a number of statutes. The Trading and Exchanges Division 
will administer other provisions of the same statutes. It is only in 
the Publie Utilities Division where you have a coincidence of a statute 
and a work force. It makes it impossible to indicate offhand how 
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many people are employed in administering the 1933 act and the 1934 
act and the Trust Indenture Act. The same people will be admin- 
istering provisions of all of those statutes. 

Would you like to have me indicate for the record the manner in 
which the Commission is organized? 

Senator Corpon. Yes. 


CORPORATION FINANCE DIVISION 


Mr. Coox. The Commission has a Corporation Finance Division. 
That Division administers the 1933 act, the Securities Act. It 
administers the security listing and reporting requirements of the 
Securities Exchange Act of 1934. It administers the provisions of the 
Trust Indenture Act, and also the provisions of the Investment Com- 
pany Act of 1940 and the Investment Advisors Act of the same date, 


PUBLIC UTILITIES DIVISION 


We have also a Public Utilities Division, which, as its title indicates, 
administers all of the provisions of the Public Utility Holding Com- 
pany Act of 1935. That Division also administers those provisions 
of chapter X of the Bankruptcy Act relating to corporate reorganiza- 
tions, which have been given to the Commission. 


TRADING AND EXCHANGE DIVISION 


The Trading and Exchange Division, as its title would indicate, 
administers the remaining provisions of the Securities Exchange Act 
of 1934, which consist primarily of controlling stock exchanges and 
controlling public markets, the over-the-counter business, the regis- 
tration of broker-dealers et cetera. It also administers portions of the 
Investment Advisers Act of 1940 and supervises the bulk of the in- 
vestigation work relating to violations of any of the statutes admin- 
istered by the Commission. 

Senator Corpon. Why do you need more people to take eare of 
your Corporation Finance Division in 1952 than you had in 1951 and 
more in 1951 than in 1950? 


STENOGRAPHERS 


Mr. Coox. I am glad you asked that question. Those 11 positions 
are for stenographers. In an organization made up, as is the Com- 
mission, of professional people—lawyers and accountants—whose 
salaries are substantially above that of clerks, it is most uneconomical 
not to be able to use their services to the fullest. It is a waste to have 
lawyers and accountants held up because they cannot get the work 
which they are turning out typed up. 

Senator Corpon. You have that kind of situation in 1951; do you 
not? 

Mr. Cook. We try to shift work all around on a makeshift basis, so 
they would not be held up. 

Senator Corpon. Did you succeed in doing that? 

Mr. Coox. I would say to a substantial extent, but it is very 
unsatisfactory. 
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Senator Corpon. You have a stenographic pool in the Securities 
and Exchange Commission? 

Mr. Cook. We do not. 

Senator Corpon. In other words, if you have stenographers, they 
are assigned to individuals if there is work. If not, they drink coffee. 

Mr. Cook. They are assigned to groups. 

Mr. Bang. They do work for anybody. I am Director of that 
Division. My secretary works for anybody who has work. 

Senator Corpon. Then you have the equivalent of a pool? 

Mr. Bane. Yes. 

Senator Corpon. The answer was ‘‘No”’ before. 

Mr. Bane. We have no pool. The answer “No” was right. We 
have no pool, but my secretary will type and take dictation from any- 
body in the Division who has work to be done, when I do not keep her 
busy. 

Senator Corpvon. Is that not like the operation of a pool? 

Mr. Bang. Yes. It is like an operation of a pool system. 

Senator Corpon. It is a pool, but you have a primary claim on that 
particular worker? 

Mr. Bane Thatisright. I havea primary claim on that particular 
girl. She does my work first—if it is important. 

Senator Corpon. Who determines whether it is important? 

Mr. Bane. I reckon, in the last analysis, I do, sir. 

Senator Mayspank. How about the rest of the officers? 

Mr. Bane. The same thing, sir. Those girls work for anybody 
who has work to be done. 

Senator Maysank. If your secretary does it, the others do it, too? 

Mr. Bane. If my secretary does it, you can be sure the others do. 

Mr. Coox. That is true with regard to all the office force of the 
Commissioners as well. 

Senator MayBaNnk. It is in the form of a pool. 

Mr. Bang. We do not have a separate place where you could call 
up for some help. 


NUMBER OF EMPLOYEES IN CORPORATION FINANCE DIVISION 


Senator Corvon. I still do not understand about the reduction in 
their work. It certainly should have been reduced in at least one 
field. You have had time to take care of your Holding Company Act, 
but you do not seem to have done it. You indicate in your statement 
at least that is going downhill, which is something that I can con- 
gratulate you for, to that extent; yet you show here 198 for the 
Division of Corporation Finance in 1950 and 201 in 1951, but you 
want 212 this year. 

Mr. Coox. Let me first answer that and then Mr. Bane will say 
something, if he wishes. 

Senator Corpon. There should not be a dollar for this budget or 
any other budget for peacetime operations, that can be left out because 
we are getting to the point where it is going to be very hard to find a 
dollar. If we ever get to the point where there is a question about the 
value of Federal securities, we will not need any Securities and Ex- 
change Commission. 

Mr. Cook. I think all of us share that view, Senator. 
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Senator MaypBank. Has the war situation brought any more work 
on you? 


WORK PRESSURE RESULTING FROM DEFENSE MOBILIZATON 


Mr. Coox. During the last month the total dollar amount of regis- 
trations was the largest for any month since the enactment of the 
Securities Act, exceeding the previous high of $1,397,000,000, which 
was set in October 1947. 

Senator MaysBank. Is that the result of the war situation, in your 
judgment? 

Mr. Cook. In my judgment, that results from two things. By far 
the most important factor at work is the expansion of business gen- 
erally, the expansion of public-utility companies for example, and the 
consequent financing necessary for that expansion. 

Senator Corvon. That makes for new holes for tax purposes, and 
some way to use them; does it not? 

Mr. Coox. I am not familiar with tax legislation, Senator. I just 
could not answer that. 

The second factor, I think, is a continuation of refunding operations, 
which have been going on. 

Senator Corpon. Your yardstick is a long one; is it not? You 
have invested a number of dollars. You can get as fat on $2,000,000 
as on $1,000,000, can you not? 

Mr. Coox. That is right. The fact of the matter is, in making 
that statement we used both yardsticks, number of dollars and num- 
ber of registrations. The number of registrations has also hit a new 
high since 1946. 

Senator Corpon. Over last year and the year before? 


SECURITIES REGISTRATIONS 


Mr. Cook. In March of 1949 there were 70 registrations. 

Senator Corpon. Please give it for 1 year. 

Senator MayBank. Please give it by the year—1949, 1950, and 
1951. 

Senator Corpon. If you have the list, I would like to have you go 
back taking the postwar years. There was a period there when 
there was a sharp increase. 

Mr. Bane. I can give you 5 years. 

Senator Corpon. That is enough. 

Mr. Bane. I can give you 1946 through 1950. 

In 1946, there were filed under the act of 1933, 752 registration 
statements. 

In 1947 there were filed 567 statements. 

In 1948 there were filed 449. 

In 1949 there were 455 registration statements. 

In 1950 there were 496. That is by fiscal year, Senator. 

Senator Corpon. 1951 is not finished, of course. 

Mr. Bane. I can give you the first quarter of 1949, 1950, and 1951. 

In the first quarter of 1949 for the calendar year, January, February, 
and March, there were filed 136 statements under the 1933 act alone. 

In same quarter of 1950 there were filed 161 statements. 
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In same quarter of 1951 there were filed 174. 


filings for the sale of new securities. 


and applications for listings on exchanges, et cetera. 


Senator Corvon. Thank you. 
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That is, relating to 
It does not cover annual reports 


There were 13 more in 1951 in the first quarter than in 1950, were 


there? an © 
Mr. Bane. That is right. 


Senator Corpon. You do not have them for 1946, 1947, and 1948? 


Mr. Bane. I can get them. 


Senator MayBaNK. Without objection they will be put in the 


record at this point. 


(The information referred to is as follow 


Registration statements filed under the S 


s:) 


ecurities Act of 1983 
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NUMBER OF EMPLOYEES FOR TRADING AND EXCHANGE DIVISION 


Senator Corpon. When we get down to Trading and Exchange 
where you had 139 in 1950, you have 141 in 1951. You want 144 in 
1952. Is there an increase in business there, or is that just a shifting 
within the department? 

Mr. Lunp. There has been a substantial increase in our regular 
work and in number of requests from other Government agencies 
and officials to supply certain financial information. 

Senator Corpon. I am interested in where you go down. The next 
one is Public Utilities, 128 in 1950, 114 in 1951, and 97 in 1952. Is 
that the Holding Company Act? 

Mr. Youatem. Yes; and the chapter X functions of the Com- 
mission. 

Senator Corpon. How long do you expect you will have to continue 
that before you execute your death sentences? 

Mr. Youautem. That is a hard question to answer, Senator. I think 
we are definitely within sight of the end of the program. 

HOLDING COMPANY CASES 

Senator Corpon. How many holding company cases are on your 
books now pending, being cleared up? 

_ Mr. Youauem. If you ask me how many proceedings are pending, 
it is a very large number. 
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Senator Corpon. I am not interested in proceedings. It could be 
a dozen proceedings for one company. How many cases are there? 

Mr. Youavem. I would say 15 to 20 major cases of section 11 work, 
that is quite apart from the tremendous workload on financing. 

Senator Corpon. How many have you completed? 

Mr. Youa.tem. I do not know that we have cumulative totals. [ 
can give it to you by years. For the last few yearsI cangiveit. Since 
1945, inclusive, there have been disposed of 88 reorganizations under 
section 11 (e). That, in a sense, is also deceptive, because some of 
them are big ones and some are relatively simple ones. Those that 
are left, as might be expected, are not the relatively simple ones. They 
are the hard ones. That is one reason why they are left. 

Senator Corpon. Mr. Chairman, I would like to have a list or a 
short statement of the present status of whether it is 15 or 20. These 
are cases under the Holding Company Act. 

Senator Maysank. Please furnish those for the record. 

Mr. YouALem. Yes, sir. 

(The information referred to is as follows:) 


Sec. 11 cases pending or expected as at Apr. 11, 1951, and dates of sec. 11 orders 


Holding company system and brief description of cases Dates of sec. 11 
I. Major sec. 11 cases: 7? 
1. American Natural Gas Co.—retainability of nonutility 
subsidiary, Milwaukee Solvay Coke__..-..------. -..------... 
2. American Power & Light Co.—disposition of Wash- 
ington Water Power and Portland Gas & Coke and 
liquidation of company... .......-...........-... Aug. 22, 1942 
3. Central Public Utility Corp.: 
(a) Merger of Consolidated Electric & Gas (pend- 


ntet axicesnus Apes Ger CL PL Sn sige. 





4. Cities Service Co.—Reorganization plan of Arkansas 

Natural Ges Oo. (pending) <=... 4. -...032- scenes Oct. 12, 1944 
5. Cities Service Co.—retainability of various gas prop- 

ON ee eae tials Thb 1s wae eeeseuke Oct. 12, 1944 
6. Eastern Utilities Associates—reorganization plan 

(pending) ___- - st tel ia as Dials ak vie ea Apr. 4, 1950 
7. Electric Bond and Share Co.—retainability of United 

I A i Oct. 4, 1949 
8. Electric Bond and Share Co.—reorganization of Amer- 

can and foreign power (pending) -.--......------- May 2, 1949 
9. General Public Utilities Corp.—integration case 

I tickles dhs dein kd ands b <b on dneBaWldiidad «elds de Ga wons 
10. International Hydroelectric System—reorganization 

and liquidation plan (pending) - - -—_ ~~~ -- tls ings ee July 21, 1942 


11. New England Electric System—disposition of gas 
SONDERIITR REE CRIED hoo S tie can aon wih aod Sad lla eee hs cage ys 
12. New England Public Service Co.—reorganization plan 
NN 5 Iie t niin ath so ohn cieubicishdahideinitiies Dec. 6, 1941 
13. Ohio Edison Co. 
te haga a 3. on wn ace a tesuiaine es teommrees sone 
14. Pennsylvania Gas & Electric Co.—Merger and reor- 
IRAN, NOUOOMNUNIID So iso ced amemaoeinas. Dec. 22, 1940 
15. Southwestern Development Co.—Corporate simplifi- 
RON ishie SAE ONS ob lke oe ce ae eaenech eeckaccouese 
16. Standard Power & Light Corp.—Reorganization of: 
IRN org oe ne, a eg Ore ee June 19, 1942 
Standard Gas (pending) _.........-.------.--- Dee. 31, 1948 
Philadelphia Co. (pending)_..........--------- Jan. 1, 1948 
17. Wisconsin Electric Power Co.—Integration proceeding 
(pending) 
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Sec. 11 cases pending or expected as at Apr. 11, 1951, and dates of sec. 11 orders— 
Continued 
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Holding company system and brief descriptian of cases Dates of sec. 11 
II. Divestment of miscellaneous properties, ranging from relatively orders 
minor to very important (the following are some of the major 
matters) : : 
(a) Consolidated Natural Gas—Divestment of properties 
A ee aU sib Gi cna du sus owedeu poh! wouawavaduas 
(b) Derby Gas & Electric Co.—Separation of gas and elec- 
ee tas nahh de iit hada Tpeitia wince eared anoean 
(c) Eastern Utilities Associates—Disposition of Glack- 
NI ed ta akin ck fuk ol URS ct wa on's Scan ws SA ence tien pooch a Apr. 4, 1950 
(d) Electric Bond & Share Co.—Disposition of assets re- 
ceived from American Power & Light__...-.-.--- Oct. 4, 1949 
(e) Interstate Power Co.—Separation of electric, gas, and 
SEINE GRAN TINO oo ck nn ceaecades meenceusoue= 
(f) Koppers Co.—Disposition of remaining holdings of 
(9 


— 


mastern Gas &“Muet Oslo. io ic. 4.2... ... June 26, 1945 
Middle South Utilities—Separation of transportation, 

ae. Gm Weer TOMORUOR iis 555 Sk hs. | Ch we osc. 
(hk) New England Gas and Electric Association— Disposi- 
tion of New Hampshire and Maine electric prop- 


~~ 


NEE RR ep LR IIB NS Pia ARR pal ga a = 
(i) Northern States Power Co.—Disposition of gas prop- 

OUR eee ie ts ees chek EC Salas kine tde=, kaddnk<senoe 
(j) United Gas Improvement Co.—Disposition of various 


ERTIES TIS ONEITIE = oc cnn cackcnasecowddu anceke<mntde« 


NUMBER OF HOLDING-COMPANY SYSTEMS 


Senator Corpon. Maybe we should break down those holding com- 
panies and get rid of them and give the stock back to the stockholders. 

Mr. Youauem. I would say there are between 15 and 20 of them. 

Mr. Bane. We are talking about 15 or 20 systems. Is that not 
right? 

Mr. YoHALEM. Yes. 

Mr. Bane. And not 15 or 20 holding companies. 

Mr. YouaAueM. Fifteen or twenty systems yet to be worked out 
under section 11. 

Mr. Coox. I think you will be interested to know that during the 
15 years the Commission has worked under that act, there were 751 
companies with assets of over $10,000,000,000 which have been divested. 

Senator Corpon. If we can get information as to the number pend- 
ing, that will help. 

Mr. Cook. We will furnish that. 

Senator Corpon. What do you mean by ‘‘systems’’? 

Mr. Coox. A system refers to a group of companies which are all 
under common control as, for example, there may be a top holding 
company with some intermediate holding companies and then oper- 
ating companies. We speak of the “‘system” as the total of all the 
companies in that group controlled by the top holding company. 

We can state for the record now that divested companies which 
are still subject to the jurisdiction of the Commission number 233, 
with aggregate assets of about $5,600,000,000. Of this latter number, 
there are 166 companies with assets of $4,500,000, which are presently 
expected to continue as holding companies, subject to the Commis- 
sion’s general regulatory supervision under the Holding Company Act. 
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PERSONNEL HANDLING HOLDING-COMPANY CASES 


Senator Corpon. You have 97 people working in that field. What 
do they consist of? 

Mr. YouALEM. They consist of lawyers, financial analysts, account- 

ants, and clerical personnel. 

Senator Corvon. Please give us a list. 

Mr. Cook. There is a Director of the Division, and the budget 
provides for two assistants, one chief accountant, one assistant 
accountant, and then the Division is broken down into sections. 

There are 9 section chiefs, 1 administrative assistant, 25 attorneys, 
13 analysts, 10 accountants, a junior accountant, a utilities enginecr, 
2 financial analysts, and 29 clerical people, for a ‘total of 97. 


NUMBER OF LAWYERS 


Senator ELLENDER. How many lawyers are there? 

Mr. Coox. There are 25 lawyers, Senator. 

Senator ELLENDER. Are they all full-time employees? Are they 
permitted to practice on the outside? 

Mr. Cook. No, sir; they are full time, plus some overtime. 

Senator ELLENDER. They are not paid for that? 

Mr. Cook. No, sir. 

Senator Corpo. How many lawyers do you have in the SEC in 
toto? 

Mr. Coox. There are a total of 155 attorney positions, including the 
field offices. 

SALARIES OF LAWYERS 


Senator ELLENDER. What is their range of pay? 

Mr. Cook. From grade GS-7 and up. 

Senator ELLENDER. You mean as low as grade 7? 

Mr. Riorpan. Yes. That would be about $3,800 per annum. 
Then they go as high as grade GS-14, which pays around $8,800. 

Senator Posner How many do you have in grade 14? 

Mr. Riorpan. We do not have that figure here, but I would say the 
bulk of them are in the intermediate grades. 

Senator Corpon. You ought to know how many are in the top 
grades, at least. 

Mr. Riorpan. I do not have that figure with me, Senator. 

Senator Corpon. Would you say it was 5, 9, or 20? 

Mr. Rrorpan. I would say it was 12. 

Senator ELLenper. A lawyer who earns $3,600, is that all he gets? 
He does not make any money on the outside? 

Mr. Cook. He is a full-time employee. 

Senator ELtenprerR. What kind of a lawyer can you get for $3,600? 

Mr. Riorpan. They are juniors—just starting out. 

Senator ELLENDER. Just college graduates? 

Mr. Rrorpan. Yes, sir. 

Senator Corpon. It is a training school. 

Senator ELLeNpER. I am wondering what they know. What 
assistance can they give you? 

Mr. Youatem. They do research work and library work as in a 
large law office. They also take young lawyers out of school. 

Senator ELLenpER. What is your turn-over? 
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Mr. Youatem. I do not know what the turn-over figures are. 
Kither they get out or they go on. 

Senator ELLENDER. They just work for their bread and butter 
until they get a better job later? 

Mr. Youatem. They improve their position with us when they 

are in a position to take responsibility. That is the same phenomenon 
ths .t you find in all law offices. 

Mr. Coox. We have a great many people at the Commission, 
gentlemen, who have been there ever since its organization. Looking 
at this table, I think Mr. Bane was with the Federal Trade Com- 
mission before, and Mr. Lund has had about 16 or 18 years of service. 
Roughly, I have had 14 years of service with the Commission. Mr. 
Riordan has been here since it was organized. Mr. Yohalem has had 
13 vears. 

Senator Gorpon. But you gentlemen are up in the 12, 13, and 14 
grades. 
~ Mr. Coox. Yes; the staff here are in the higher grades. 


PERSONNEL INCREASE IN FIELD OFFICES 


Senator Corpon. What was the occasion for the increase in the 
field? 

Mr. Coox. That was required in order to increase the number of 
so-called broker-dealer inspections. A broker-dealer is a segment of 
the securities business, and, as you know, he has in his custody 
large amount of customers’ securities. He has cash. In a sense he is 
a kind of a quasi-banking institution. He has cash entrusted to him. 

The Commission thought it was extremely important to make 
periodic visits and inspections to the offices of the broker-dealers 
to see that they are complying with the regulations of the Com- 
mission and that there is no fraud or larceny or any irregularities 
going on, 

Senator Corpon. I notice you have increased from 1950 when you 
had 334 in the field offices, where you now have a réquest for 357. In 
1951, you only had 344. That is 13 over last year and 23 over 1950. 
That was important work in those years. I am interested in why 
you need the increase in 1952, particularly in view of other absolute 
necessities that we are faced with. 


BROKER-DEALER INSPECTIONS 


Mr. Lunn. We have registered with the Commission 4,000 broker- 
dealers. Since we commenced our broker-dealer inspection program, 
we have always asked for more and more inspectors, in order to try 
and cover the average broker-dealer on an average of, say, once each 
2 or 3 years. We have never been given adequate people to make a 
coverage of more than once in, say, 4 or 4\5 years. 

Bank examiners and other types of inspectors make inspections 

‘ach year. We have no hope Congress will ever provide us with 
enough money to make an annual inspection of each broker-dealer. 
However, we have felt it essential to step up our inspection program 
toward an inspection each 2 years or so. 

Senator Corvon. Do they carry a bond? 

Mr. Lunp. They carry 70 percent of all the securities of the United 
States in their offices. 
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Senator Corpon. No; are they bonded? 

Mr. Lunp. The employees are bonded. 

Senator Corpon. The dealer is bonded? 

Mr. Lunp. Normally, he is. 

Senator Corpon. What percentage of loss resulting from any kind 
of misappropriation or anything of that kind in that field is there? 

Mr. Lunp. We have a case before us now of a misappropriation by 
an employee of $480,000 in a town in Michigan, in the last 3 or 4 
weeks. 

Senator Corpon. How many have you had for the year? In other 
words, the necessity for examination ought to bear some relation to 
the statistics. 

Mr. Lunp. There have been several over the past years. Our 

rimary function is to administer preventive statutes and to see that 
books and records are kept properly and to prevent abuses of trust, 
and so forth. There are little chiselings. There are dealings with 
customers where dealers take exceptional profits. There are instances 
where dealers have taken securities not belonging to them and pledged 
them over in the banks for money. By our inspection process, we 
are keeping the dealers cleaner and we are educating and aiding them 
in complying with the law. We are hopeful that one day we will have 
the broker-dealer in the same situation as the banks are. 

Senator Corpon. Let us have for the record a statement for 1945 
up to date, showing the number of misapplications and the amount 
involved for each year. 

Senator MaysBank. Please furnish that. 

Mr. Cook. Yes; I will. 

I would like to suggest that it is because the inspections are made 
that the defalcations are as small as they are. 

Senator MayBank. It is a question of how many people a police- 
man locks up so that there is less disorder. 

Senator Corpon. You do not need two policemen on the same 
corner to do that. We have 13 more this year and 23 more than in 
1950. 

Mr. Lunp. But we were only able to cover the broker-dealers on 
an average of once each four and a half years, and we do not have 
enough policemen. 

Senator Corpon. If your statement indicates your coverage 
resulted in less losses, that is what we want. 

(The information requested is as follows:) 


SECURITIES AND EXCHANGE COMMISSION 


Statement in response to Senator Cordon’s request for information respecting 
‘‘misapplications” during the 5-year period ending June 30, 1950, discovered 
by SEC investigators during routine broker-dealer inspections 


During the hearing before the committee on April 11, Senator Cordon requested 
that we supply for the record certain additional information concerning the 
results of broker-dealer inspections made since 1945, including what the Senator 
termed “misapplications and the amount involved each year.” To the extent 
that our records enable us to do so we supply below the additional information 
requested. We believe, however, that we should preface this information with 4 
brief explanation of the Commission’s approach to this area of its work and the 
basic purposes of broker-dealer inspections. 

The Commission, in the administration of the Securities Exchange Act, is 
charged with the duty of protecting investors against fraudulent practices by 
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brokers and dealers. There can be little question that prevention of fraudulent 
practices should be, and indeed is, the Commission’s primary objective. 

We believe that it is for this important purpose that a ‘‘police force” should be 
maintained. The threat of surprise inspections is in itself a deterrent to viola- 
tions of law, but there is always the danger that the threat may spend itself unless 
an adequate police force is kept constantly on the beat. 

The emphasis should be on detection of violations before they can do harm to 
investors, and the real value of our inspection work will be best demonstrated by 
a constantly diminishing ratio of violations and the permanent retirement from 
the securities business, voluntary or involuntary, of those whose predatory conduct 
not only causes losses to investors but tends to destroy the public confidence in 
our securities markets. 

The statistical record of violations and questionable practices discovered in 
our inspections shows that by far the greatest number fall in a category which 
requires merely notice and warning. Each year, however, we have discovered a 
few serious frauds which have resulted in very substantial losses to investors. 

Some of them could, we think, have been prevented by more timely or more 
frequent inspections, and they tend to emphasize the need for a detective force 
adequate to prevent the occurrence of such violations. 

The following is a statistical record, for the 5 years beginning July 1, 1945, and 
ending June 30, 1950, showing the number of inspections made, the number of 
inspections which reflected violations (other than violations of bookkeeping rules 
and confirmation rule) and certain other practices which were at least questionable, 
and the aggregate number of such violations and practices. 





| Pind | 
| | Number of 

| Number of | inspections 
| 

| 

' 





Number of 


Year ending June 30 violations, 


flecti 
inspections | TeMecting 








| violations, etc, 
| ete. 
i cnchsainatbiaatabAdterne snes seprestose wataincs 603 | 228 | 435 
ee ¥ en aa ado | 576 | 373 | 573 
NBs sick a Rk ask | 827 | 340 561 
OD ig. cnc eats dtd bite dase neepan od angesces | 772 | 399 | 684 
eon ere ant ocuaananddanacqiias | 906 | 355 683 
| Sted Ole ae: ai 
Oto lea an ee ek 1 3, 684 | 1,790 | 2, 936 
i j 


1 This figure reflects corrections made after annual review, and is 18 less than the aggregate as reported in 
the Commission’s annual reports for these years. 


The principal violations and questionable practices fall into the following general 
categories: 


| Improper use 
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Noncompli- 





























4 : Noncompli- | 7-7 et) eet 
Year ending June 30 capital rs yramien pence with | of ae cous Total 
quirements | ——- | securities 
} | | | 

| | | 
SUM AR iicdiscsudadoeecta | 17 134 108 | 36 | 25 | 320 
BOUT ccnicccklonguanuneanes sha. 94 131 133 13 | 9 | 380 
TN ian a citi ieb di biaciliieiaiasdh siewe 24 217 177 | 55 3 476 
Stee 33 263 | 214 62 | 11 | 583 
WUD dake deceive. uilceLe 59 74 | 165 | 56 | 15 569 
etn te steraimnes 227 | 1, 019 | 797 | 222 | 63} 2,328 








' This category relates to transactions with customers at prices which are at sufficient variance from 
wrevailing prices to suggest the possibility of fraudulent overreaching. The tests for the last 3 years are 
ased on the NASD’s 5-percent policy, whereas in earlier years the inspection routines included test checks 

on the basis of a mark-up of 10 percent over market. 


By far the largest number of inspections in which violations are found result 
in putting the firm on notice with respect to the violations and giving warning 
with respect to future compliance. For instance, where we find that the firm’s 
financial condition does not meet the requirements of our capital rule, the matter 
is generally discussed with the firm and the requirements of the rule explained 
even before the inspection has been completed, and generally the firm takes prompt 
measures to correct the capital deficiency. The same is true where we discover 
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that the firm has improperly used customers’ funds or securities, as in the case"of 
hypothecation of customers’ securities contrary to our rules. Here, again, the 
firm generally takes steps to correct the situation and, under such circumstances 
before leaving the shop, a further check is made to make sure that customers’ 
securities have been properly protected in accordance with our rules. 

However, where an inspection indicates violations or practices which sugges; 
that administrative sanctions should be invoked by the Commission, further 
inquiry or investigation is undertaken to obtain the evidence on the basis of whic) 
a determination can be made as to the necessity for such administrative action. 
Where the facts obtained in the inspection do not appear to require administrative 
sanctions, but where particular practices appear to involve violations of NAS[ 
rules by members, the facts are referred to the NASD for consideration of dis- 
ciplinary action. In all other cases, the firm is put on notice of the violations and 
given warning with respect thereto. The following table reflects the number of 
inspections which resulted in investigation or inquiry beyond the scope of the 
inspection jtself and the number of references to the NASD: 





| Inspections re- 








Year ending June 30— | quiring further | merece “ 
investigation ae 
ck-cninsnniiparidiimienspienacitcnemintiihieidaelieistnane ; aa —|. Ms 
Ws s 5 pcs catcon sa grid Macc ashe ickdduhinh am ahieates be bdeuncddieniee Lied 3 il 
FE badass cenigemnnseuaghindacerspenscderygen= wiping alana a ghaqpo inde gales 43 7 
Se enies tesserae tet orice Ss ectieanclonie : andi eared nealing ttn gree sire ih einstein 13 7 
ee nab cbtpnaveeel ‘ sVcaacebeeme owe ‘ 18 3 
Bs do vkcdnobaotecUbhtmabagedsacmacunauseunsn sateen oe salah ciel dae 40 5 
NE ns a tadceuscs pbc anid id igknialaea nite tase daed wetamacaens ‘ 152 3 





It is, of course, generally in those cases in which further investigation is required 
that investors have suffered losses either as a result of actual conversion, or as 
a result of more subtle forms of plunder not within the legal concept of larceny 
or conversion. ; 

We have not maintained a statistical record of such losses and to supply the 
detailed information which Senator Cordon has suggested would reuqire a review 
of our files which would take 2 or 3 weeks. We trust, however, that the few cases 
in each of the last 5 years which we can recall without substantial research wil! 
suffice. 


Year ending June 30, 1946 


1. The inspection of a firm in the far West showed that about $38,000 employed 
as capital in its business had been obtained from an elderly widow. It also dis- 
closed the sale of a large amount of stock of a company promoted and controlled 
by one of the partners to the same person and to a number of other women custo- 
mers under circumstances which strongly suggested misrepresentation and deceit. 
As a result of the investigation that ensued, it was established that each of these 
investors had been defrauded of large sums of money, Two of them suffered 
irreparable losses aggregating about $110,0C0, more than $70,000 of which repre- 
sented the loss sustained by one woman. The firm’s registration was revoked 
The person involved in the fraud was indicted—but, because of technicalities of 
evidence, was found not guilty. 

2. The inspection of a dealer in the South disclosed that the securities of one 
customer in the amount of more than $100,000 as collateral had been hypothe- 
cated to secure bank loans for the firm’s use and benefit. The Commission’s in- 
vestigation brought forth sufficient evidence to support action to revoke the 
firm’s registration, but during the pendency of the proceedings the customer who 
had been defrauded shot and killed the dealer. 

3. In an investigation in the New England area, it was discovered that the 
business of one firm was heavily concentrated in the account of one customer 
and, upon subsequent investigation, evidence was obtained showing that the 
dealer involved had grossly abused the trust and confidence of the customer and 
had appropriated a substantial amount to his own use and benefit. A partial 
settlement was made with the customer but, as a result of her dealings with this 
person, she lost more than $50,000. 


Year ending June 30, 1947 


1. In the inspection of a firm in the South, it was discovered that the president 
had appropriated $60,000 of funds belonging to two women customers for the firm's 
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benefit. He had simply transferred their free credit balances to his corporation’s 
paid-in surplus account at a time when the firm was in dire financial circum- 
stances and had used the money to pay off bank loans which had been called. 
In the investigation that followed other fraudulent practices were discovered and 
the aggregate loss to all customers, all but one of whom were women, involved as 
much as and possibly more than $200,000. The firm’s registration was, of course, 
revoked, and the president was later convicted under Federal statutes. 

2. In the inspection of a firm in the Middle West, it was discovered that the 
firm maintained a separate department conducted by a vice president, the principal 
funetion of which was the liquidation of securities of estates. The scheme in- 
volved the purchase of securities from estates at prices very much less than the 
prices which could have been obtained in the open market as, for instance, the 
purchase of certain shares of a utility company at 70 when the stock was selling 
on the exchange at that date at 170, and the purchase of shares of another utility 
at 20 when the market on the exchange was 150 per share. The individual was 
indicted and convicted, and the firm is no longer in business. The amount of 
monev involved in this fraud was not established as to all of the individuals deal- 
ings with estates, but the amount is believed to have run into the thousands. 

Year ending June 30, 1948 

1. In an inspection of a firm in the Middle West, it was discovered that the 
firm had been dealing in municipals with a small-town bank, buying from and 
selling to the bank at prices so far away from the prices which such securities are 
normally traded as to raise a suspicion of fraud or possibly kick-backs. The in- 
vestigation that followed showed no kick-backs, but did develop a scheme that 
netted the bank losses aggregating $400,000. The firm’s registration, needless to 
say, was revoked. 

2. In an inspection of a New York firm, certain transactions with a large 
investment trust were so unusual in character that it was decided concurrentiy 
to inspect certain member firms through whom some of the transactions were 
cleared or executed. As a result of the investigation that followed, evidence was 
obtained to indicate that certain smal firms, not exchange members, and the 
trader of an exchange member, in collusion with an employee of the trust, had 
been engaged in a scheme to make profits for themselves at the expense of the 
trust. ‘The trust subsequently recovered part of its damages from the member 
firm and from its own employee. The fraud involved upwards of $200,000, 

3. In another case, a firm on the west coast in dire financial circumstances 
obtained over $15,000 belonging to & woman customer under false representations, 
The vietim has brought suit, but we have no information as to the outcome. 


Year ending June 30, 1949 


In three cases, misappropriations aggregating about $48,000 were uncovered, 
In the largest, involving $32,000, customers recovered in full. 


Year ending June 30, 1950 


In four cases, miseppropristions aggregated ebout $95,000. In one ease, 
involving about $12,500, restitution in full was made. Other recoveries are 
possible, but we have no information at this time with respect thereto. 

In one case discovered in July 1950, the defaleation amounted to $400,000. 
There appears to be little likelihood of recovery by any customer. 

* * * * a * * 

There are other instances of defalcations, but they are cases in which employees 
of firms have misappropriated customers’ funds or securities, and the firm or the 
bonding company has made the customers whole. The amount involved in seven 
of these cases during the last 3 years is more than $1 million. All of these firms are 
well known and well established in the areas in which they operate. These latter 
defaleations, it should be explained, were not discovered by us. They were 
reported to us and we thereafter made independent investigations to determine the 
circumstances and the extent to which the firm was responsible or negligent. 


VIOLATION OF MARGIN RULES 


Mr. Lunn. Of the 906 inspections made in 1950, we found 165 
cases of violation of the margin rules. 
Senator Corpon. What rule is that? 
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Mr. Coox. That is the Federal Reserve rule on extensions of credit 
in connection with purchase of securities. 

Senator Corpon. You mean they gave more credit than they were 
entitled to? 

Mr. Lunn. That is correct. 

Senator Corpon. That is not too serious. 

Mr. Lunp. Jt is when you lose money. 

Senator Corpon. Did they lose money? 

Mr. Lunp. Some of them did. The securities were called in. 
They have to raise the money often resulting in losses. 

Senator Corpon. In the last analysis, we are not going to be able 
to become keepers of either the judgment or the morals of the people. 
Within reason we can protect, but you cannot protect a fool from 
his folly, except by making more fools. 

Mr. Coox. That is true, but we are talking here of actual law 
enforcement. This is not a question or morals or ethics. 


INSPECTION OF SECURITY DEALERS’ BOOKS 


Senator ELLENDER. What methods do you use to apprehend them? 
Are you furnished any records from the banks? 

Mr. Lunp. We inspect the books of the broker-dealer in his estab- 
lishment. We find there, for example, that he has sold securities 
without receiving proper money payments. More important, how- 
ever, is this type of thing, where we found last year 56 cases of im- 
proper use or handling of customers’ securities. 

Senator ELLenpER. Is that the Stock Exchange in New York? 

Mr. Lunp. These abuses are in the broker-dealer houses we in- 
spected. 

Senator Cordon, we have 56 cases of improper use of money. 
We had 59 cases where there was a serious question as to compliance 
with our rules governing financial responsibility. They are just basic. 

Senator ELuenpEer. Do you get any leads from any of the cus- 
tomers? 

Mr. Lunp. Very often. 

Senator ELLENDER. I mean, leads which help you in the inspection? 

Mr. Lunp. Our inspection program is so geared, we want to walk 
in on a surprise visit to a broker-dealer, on any day. We make the 
effort to cover as many as we can during the course of the year, on a 
complete surprise basis. We walk in and freeze their accounts, and 
make a quick inspection. 


POLICY ON INSPECTIONS 


Senator Corpon. I have one other question, Mr. Chairman. 
I notice on page 97 of the justification that in 1947 you had 576 in- 
spections. In 1948, 826; in 1949, 772; and in 1950, 906. Then I note 
there 1,688 firms that never have been inspected. 

Mr. Lunp. That is correct. 

Senator Corpon. I would think you would turn aside from your 
constant inspection of a few and take at least one look at those that 
you have never looked at. 

Mr. Lunp. We are often in the position where we must inspect 
those where we know there is trouble. We often do not get a chance 
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to go into those that are large and have a good reputation, and where 
we have no information that they are operating improperly. 

Senator Corpon. Do you only inspect on complaints? 

Mr. Lunp. No, sir; but we do have so many complaints, it keeps us 
busy on certain houses. We know through experience that there are 
probably 100 houses or more that need watching. We keep a close 
eve on those, more so than we do on certain of the larger New York 
Stock Exchange firms, where we have very little reason to believe at 
the moment they are doing anything seriously wrong. 

Senator Corpvon. Then this 1,688 to a very great extent are the 
ones with respect to whom your information would indicate that they 
are competent, reliable, and operating in a legal manner? 

Mr. Lunp. That is generally true, sir. They are largely members 
of stock exchanges. ‘They are old houses of many years’ standing, 
large houses. The New York Stock Exchange checks them, or one of 
the other stock exchanges do. We have not felt it necessary. 

Senator Corpon. If you find there are violations, what happens to 
the broker? 

Mr. Lunp. In 90 percent of the cases where we find violations we 
talk with the brokers, we admonish them as to the violations, and urge 
them to change their ways, and we do nothing further by way of 
taking action. 

Senator MAYBANK. Suppose someone lost some money? Do you 
make them return the money? 

Mr. Lunp. We have done that on occasion. 

Senator MayBank. You ought to do it on every occasion. 

Senator Corpon. Do you license them? 

Mr. Lunp. Yes, sir. 


REVOCATION OF LICENSES 


Senator Corpvon. Do you leave a license outstanding when you have 
evidence of misappropriation of funds? 

Mr. Lunn. No. We revoke the registration and possibly refer 
criminally. 

Mr. Coox. On misappropriation cases the registration is, generally 
speaking, revoked. 

Senator Maysank. You said “generally speaking. 

Mr. Coox. There may be some long suspensions. That is, they 
might be put out of business for a year; 2 or 3 years. Others are just 
out for good. The records are referred to the Justice Department for 
their determination, as to whether criminal prosecution should be had. 

Senator ELLENDER. Have you any information that those who have 
been prosecuted have been sent to jail? 

Mr. Coox. I suppose the most famous case is the Richard Whitney 
case, where there was a very substantial defaleation in Whitney & Co. 

Senator ELLtenper. In that case, how long had that been going on? 

Mr. Bang. I think it was discovered very shortly after he made 
the first defalcation. He had been trying indiscreetly to borrow some 
money to cover. 

Senator ExuenpER. Was he one of the chosen few? 

Mr. Bane. He was president of the New York Stock Exchange at 
that time. 

Senator ELtenper. Had you ever examined him before? 
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Mr. Bane. No. 

Senator ELLENDER. Would you classify him in the same category 
as the 1,600 which we have been talking about? 

Mr. Bane. I think his reputation as of that moment would have 
been such that he would have been classified in the 1,600; that is 
correct. 

Senator ELtenper. Where do you get your information as to 
classification? Whom do you consult to determine whether they 
are beyond reproach, or should not have their books looked at as you 
do others? 


FILING OF ANNUAL REPORT? BY SECURITIES COMPANIES 


Mr. Lunp. Many of us have been here 16 or 18 years. We have 
gotten to know generally the reputation of companies, and to know 
the companies themselves. All companies, whether we inspect them 
or not, are required to file as an annual report with the Commission, 
a statement of financial condition. Often from that we can see a 
firm is very sound or very weak financially. 

Senator ELutenper. Is that done by affidavit so that in case it is 
not correct you can prosecute? 

Mr. Lunp. That is by verified statement by c. p. a.’s. 

Mr. Coox. They are filed under penalty of perjury. 

Senator Corpon. How many have violated the law more than 
once? 

Mr. Lunp. Not very many. 

Senator Corpon. Are there any? 

Mr. Lunp. Yes. 

Senator Corpon. Are they stili in business? 

Mr. Lunp. I think most of them are out. 

Senator Corpon. Are any of them in business? 

Mr. Lunp. We have let back some into the business under strict 
supervision of a different firm, possibly, where there has been one 
violation. 

Senator Corpon. I asked about those where there had been more 
than one. 

Mr. Bane. May I tell you a story of one that I know of that has 
had more than one violation? 

Senator Corpon. Let us stick with the facts, please. 

Mr. Bane. This is a fact. He was sent to the penitentiary. 

Senator Corpon. I would like to get the data if there are any who 
have been found guilty of more than one violation and they are still 
licensed. 

Mr. Lunp. I will check that for you, Senator. I do not think we 
have had any two-time violators where each violation was an important 
type violation. There may have been a minor or technical violation 
in either the first or second instance, or vice versa. 

Are you talking of any instances where we have revoked the license 
or suspended the license of a man and then allowed him to come 
back in? 

Senator Corpon. I am speaking of cases where the same man has 
been found to have violated the law more than once and is still 
licensed to do business. 

Mr. Lunp. The answer is ‘‘No.” There are no such cases where 
there has been a second offender for serious offenses. 
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TYPES OF SECURITIES VIOLATIONS 


Senator Corpvon. I would like to suggest, with reference to a'l these 
violations, they represent in each instance a single violation and not a 
combination of more than one? 

Mr. Lunp. May I try to clarify this? 

In inspecting a broker-dealer, we may find three technical violations 
in three different categories. If they are technical violations, our pro- 
cedure has been to sit down with the man, point out the way in which 
he has been violating, and straighten him out. 

We may come back 1 year later, not having taken any Commission 
action to expel him. We may find he has cleaned house, however, we 
may find one other technical type of violation. It does not appear to 
warrant his expulsion from the business, however, so I think, looking 
at it one way, we could have repeaters of technical violations. 

Senator Corvon. I am referring to that type of violation that in- 
volves moral turpitude. 

Mr. Lunp. There would never be a second opportunity there. 


WHITNEY CASE 


Senator ELtenper. As I understand, all of the acts that you are 
now administering, have been placed on the statute books for the ex- 
press purpose of more or less protecting the public. Let us take the 
Whitney case. You say you had never previously examined his 
business? 

Mr. Lunp. In 1936 we did not have a broker-dealer inspection 
program. That inspection program did not start until about 1940. 

Senator ELLENDER. When was Mr. Whitney apprehended? 

Mr. Lunp. In 1936, I think. 

Senator ELLENDER. That was before your program started? 

Mr. Lunp. Before we started this broker-dealer program; that is 
right. 

Senator ELLENDER. J understand. I thought there was something 
on the statute books that would give you that authority. Since that 
time, have any persons been caught doing the same thing as Mr. 
Whitney did? 

Mr. Lunn. We have one case now involving about $400,000, in a 
town in Michigan. 

Senator ELLENDER. That is of recent origin? 

Mr. Lunp. That has happened in the last few days. 

Senator Corpon. Had the man been examined before? 

Mr. Lunp. That firm has been examined before and nothing was 
found wrong in the firm. That was an instance of a trusted employee 
who had been there since 1922, and he walked out with customers’ 
securities, carried them to a bank, borrowed $300,000 on them, and 
spent the money. 

Senator Maypank. Are there any further questions? If not, 
thank you, gentlemen, for your appearance. 

The subcommittee will recess, subject to the call of the Chair. 

(Norr.—Subsequent to the hearing Senator Cordon requested that a statement 
be incorporated in the record showing the companies dissolved or reorganized 


under see. 11 of the Public Utility Holding Company Act since the enactment of 
the act.) 
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(The information requested is as follows:) 


Apri 16, 1951. 
Memorandum: 


Subsequent to the hearing on the 1952 appropriation of the Securities and Ex- 
change Commission, Senator Cordon requested that a statement be incorporated 
in the record showing the companies dissolved or reorganized under section 11 of 
the Public Utility Holding Company Act since the enactment of the act. 

This is referred to at the end of page 680 of the transcript of the hearing. 

The statements and requested information are attached. 


James J. RiorRDAN, 
Budget Officer, Securities and Exchange Commission. 


Tarte A.—Companies which have been released from regulatory jurisdiction of the 
Commission or abolished under the Public Utility Holding Company Act of 1935 
as result of reorganization or exemption 





























Companies re- | 
leased from ju- 
risdiction but Companies abolished 
still in existence 
at time of release Total 
Total | eR nn | i. | Com- 
com- | Chm: panies | panies 
Period, June 15, 1938 | Sobieck | Com- | panies | Com. | Other | Com- | qom. ."y ‘an 
to Dec. 31, 1950 to act | panies | divested panies | COM | panies | panies |jurisdic-| as of 
during | ex- by hold- | © dis. seme = other- | tionor | Dec 
| 3 “ ing com- snown | ishec . . > 
a 1} 4 : y y - : 
period —— panies “re to by waa = 31, 1950 
act by | yal |aivest-| Bare | mereer | of prob, 
rule Or | bition of | ment tis lida. | bly dis- 
order ution o process dls- solida- solved)! 
invest- ” | solved tion 
ment 
Holding companies - - -} 211 BP Na cadnenased cocamceseas 73 25 9 146 65 
Electric and/or gas 
companies. ._...-.-- | 919 64 319 77 49 147 49 705 214 
Nonutilities plus util- 
ities other than elec- | 
tric and/or gas com- | 
WORD. <3.6520k dics 1, 035 65 331 32 165 103 92 | 788 247 
Total........---| 2,165] 168 650 | 109 | a7 | 275 | 180 | 1,639} 526 
' | | | 





1 Reflects company additions and classification adjustments during the period indicated. 

2A few companies have been subject and not subject to the act a number of times. These instances 
contribute some insignificant duplication to the reported company totals. 

3 Commission does not have record of method of disposal. These companies were all small or inactive 
and probably were dissolved. 
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TaBLE B.—Electric, gas, and nonutility companies and properties divested pursuant 
to sec. 11 of the Public Utility Holding Company Act of 1935 





July 1, 1950, to July 1, 1949, to Dee. 1, 1935, to 
Dec. 31, 1950 June 30, 1950 Dec. 31, 1950 


' 
Num- Num- Num- | 
ber of ber of ber of 
com- Amount com- Amount com- 
panies panies panies 


Amount 

oe Sess 

I. Companies divested and no 
longer subject to the act: 

Electric utility 4 |$71, 080, 000 8 ($1, 953, 578, 000 249 | $8, 559, 797, 000 

Gas utility.............-.. 0 137, 364, 000 147 696, 168, 000 

Nonutility 4] 9, 153,000 140, 015, 000 363 1, 150, 689, 000 


8 | 80, 233, 000 2, 230, 957, 000 759 | 10,406, 654, 000 


II. Companies divested and still 
subject to the act: 

Electric utility 6 |722, 219, 00 5 | 1, 409, 533, 000 117 | 4, 436, 712, 000 

Gas utility 2 321, 478, 000 39 1, 394, 360, 000 

Nonutility oe oe ‘ 335, 014, 000 69 519, 300, 000 


} 


Total 3} |722, 219, 000 2, 066, 025, 000 225 6, 350, 372, 000 


== ————= SS _ 


III. Divestments of partial seg- 
ments of properties no longer 
subject to the act: 

Electric utility 1 561, 000 f 1, 661, 000 88 91, 733, 000 

Gas utility 2| 2,140, 000 i 26 13, 346, 000 

SE ere ka cs 4] 3,270,000 | f 9, 465, 000 53 40, 344, 000 
7 


Total 








| 5, 971,000 | 10 11, 126, 000 | 167 | 145, 423, 000 





TaBLE C,—Public utility holding companies formerly registered under the Public 
Utility Holding Company Act of 1935 which no longer exist as a result of reorgan- 
ization under that statute 


. American Gas & Power Co.: Merged with Minneapolis Gas Light Co. which 
company is no longer subject to the act. 

2. American Public Service Co.: Merged with Central & South West Utilities 
Co. to form Central & South West Corp. which continues as a registered 
holding company. 

. American States Utilities Corp.: Liquidated and dissolved. 

. American Utilities Service Corp.: Merged with Central Electric & Gas Co. 
which company is no longer subject to the act. 

. American Water Works & Electric Co., Inc.: Liquidated and dissolved. 

. Associated Gas & Electric Co. and Associated Gas & Electric Corp.: Merged 
to form General Public Utilities Corp. which continues as a registered holding 
company. 

. Central & South West Utilities Co.: Merged with American Public Service 
Co. to form Central & South West Corp. which continues as a registered 
holding company. 

Central Arkansas Public Service Corp.: Liquidated and dissolved. 
Central States Edison, Inc.: Liquidated and dissolved. 

. Central States Power & Light Corp.: Liquidated and dissolved. 

. Central States Utilities Corporation: Liquidated and dissolved. 

. Central United States Utilities Co.: Merged into Associated Electric Co. 

which continues as a registered holding company. 

. Cities Service Power & Light Co.: Liquidated and dissolved. 

. Commonwealth & Southern Corp., The: Liquidated and dissolved. 

. Commonwealth Light & Power Co. (trustees): Trust estate liquidated and 

dissolved. 

. Community Gas & Power Co.: Merged with Minneapolis Gas Co. which 

company is no longer subject to the act. 

. Community Power & Light Co.: Merged with Southwestern Public Service 

Co. which company is no longer subject to the act. 

8. Continental Gas & Electric Corp.: Liquidated and dissolved. 

. Crescent Public Service Co.: In liquidation. 

Des Moines Electric Light Co.: Assets sold and company dissolved. 
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TaBLe C.—Public utility holding companies formerly registered under the Public 
Utility Holding Company Act of 1935 which no longer exist as a result of reorgan- 
ization under that statute—Continued 


21. East Coast Public Service Co.: Liquidated and dissolved. 

22. Eastern Minnesota Power Corp.: Assets sold and company dissolved. 

23. Eastern Power Co.: Merged into Southeastern Electric & Gas Co. which 
company is no longer subject to the act. 

24. Eastern Shore Public Service Co.: Merged into Delaware Power & Light Co., 
which companv continues as a registered holding company. 

25. East Tennessee Light & Power Co.: Assets sold to TVA and company dis- 
solved. 

26. Electric Power & Light Corp.: Company liquidated and dissolved. 

27. El Paso Electric Co. (Delaware): Company liquidated and dissolved. 

28. Engineers Public Service Co.: In liquidation. 

29. Federal Light & Traction Co.: Liquidated and dissolved. 

30. Federal Water Service Corp.: Name changed to Federal Water & Gas Corp., 
which company is in liquidation. 

31. Gary Electric & Gas Co.: Liquidated and dissolved. 

32. General Gas & Electric Corp.: Liquidated and dissolved. 

33. General Public Utilities, Inc.: Merged into Southwestern Public Service Co., 
which company is no longer subject to the act. 

34. General Water, Gas & Electric Co.: Name changed to International Invest- 
ing Corp., which company is in dissolution. 

35. Great Lakes Utilities Co.: Liquidated and dissolved. 

36. Illinois Traction Co.: Liquidated and dissolved. 

37. Inland Power & Light Corp. (trustee): Trust estate liquidated and dissolved. 

38. Interstate Light & Power Co. (Delaware): Company and two subsidiaries 
merged to form Interstate Light & Power Co. (Illinois), which company 
has sold its assets and dissolved. 

39. Iowa-Nebraska Light & Power Co.: Assets sold and company dissolved. 

40. Iowa Public Service Co. (Delaware): Merged with Sioux City Gas & Electric 
Co. to form Iowa Public Service Co. (lowa) which company is no longer 
subject to the act. 

41. Lone Star Gas Corp.: Company partially liquidated and remaining assets 
transferred to Lone Star Gas Co. which company is no longer subject to 
the act and company dissolved. 

42. Louisville Gas & Electric Co. (Delaware): Liquidated and dissolved. 

43. Middle West Corp., the: In liquidation. 

44. Midland United Co. (trustee): Trust estate liquidated and dissolved. 

45. Midland Utilities Co. (trustees): Trust estate liquidated and dissolved. 

46. Minneapolis General Electric Co.: Merged into Northern States Power Co. 
which company continues as a registered holding company. 

47. National Gas & Electric Corp.: Merged with National Gas & Oil Corp. 
which has been exempted from the act. 

48. New England Power Association: Merged with subsidiary holding companies 
to form New England Electric System which continues as a registered 
holding company. 

49. North American Gas & Electric Co.: Liquidated and dissolved. 

50. North American Light & Power Co.: In liquidation. 

51. Northeastern Water Cos., Inc.: Liquidated and dissolved. 

52. Northern States Power Co. (Delaware): Liquidated and dissolved. 

53. North West Utilities Co.: Liquidated and dissolved. 

54. New York, Pennsylvania, New Jersey Utilities Co.: Liquidated and dissolved. 

55. Peoples Light & Power Co. (trustees): Trust estate liquidated and dissolved. 

56. Portland Electric Power Co.: Liquidated and dissolved. 

57. Public Gas & Coke Co.: Merged into National Gas & Electric Corp, which is 
no longer subject to the act. 

58. Sioux City Gas & Electric Co.: Merged into Iowa Public Service Co. which 
is no longer subject to the act. 

59. Southeastern Electric & Gas Co.: Merged into General Gas & Electric 
Corp. which was subsequently dissolved. 

60. Standard Power & Light Corp. (trustees): Trust estate liquidated and 
dissolved. 

61. Susquehanna Utilities Co.: Liquidated and dissolved. 

62. Toledo Light & Power Co.: Liquidated and dissolved. 

63.. United American Co.: Liquidated and dissolved. 

64. United Light & Power Co., The: Liquidated and dissolved. 
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TaBLE C.—Public utility holding companies formerly registered under the Public 
Utility Holding Company Act of 1935 which no longer exist as a result of reorgan- 
ization under that statute—Continued 


65. United Light & Railways Co., The: In liquidation. 

66. United Public Service Corp.: In liquidation. 

67. United Public Utilities Corp.: In liquidation. 

68. Utilities Stock & Bond Corp.: Liquidated and dissolved. 

69. Utility Operators Co.: Merged into Federal Water Service Corp. which is in 
liquidation. 

Utility Service Co.: Liquidated and dissolved. 

Walnut Electric & Gas Corp.: Liquidated and dissolved. 

Washington & Rockville Railway Co. of Montgomery County, The: Liqui- 
dated and dissolved. 

Washington Railway & Electric Co.: Liquidated and dissolved. 

Western Public Service Co., The: Liquidated and dissolved. 

Associated Utilities Corp.: Liquidated and dissolved. 

Dominion Gas & Electric Co.: Merged into International Utilities Corp. which 
is not subject to the act. 

Georgia Natural Gas Corp. (voting trustees): Company liquidated and dis- 
solved. 

Huntington Gas Co.: Liquidated and dissolved. 

Illuminating Shares Co., The: Liquidated and dissolved. 

80. Inland Power & Light Corp. (trustee): Trust liquidated and dissolved. 

81. Interstate Gas & Electrie Co.: Liquidated and dissolved. 

82. North American Edison Co.: Liquidated and dissolved. 

83. Republic Electric Power Corp.: Liquidated and dissolved. 

84. Lehigh Power Securities Corp.: Liquidated and dissolved. 

85. Penn Western Gas & Electric Co.: Liquidated and dissolved. 

86. Publie Service Corp. of New Jersey: Liquidated and dissolved. 

37. Southeast Power & Light Co.: Liquidated and dissolved. 


1 


~I-7~ 
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>So 
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Si. 

88. Twin State Gas & Electric Co., the: Liquidated and dissolved. 

89. United Illuminating Trust, the: Liquidated and dissolved. 

90. Washington & Suburban Co.: Liquidated and dissolved. 

91. Western Light & Telephone Co.: Merged with the Kansas Power Co. to form 
Western Light & Telephone Co., Inc. which is not subject to the act. 

92. Commonwealth Utilities Corp.: Liquidated and dissolved. 

93. Eastern Power Co.: Liquidated and dissolved. 

94. Eastern New York Power Corp.: Merged with two subsidiaries to form Eastern 
New York Power Corp. which continues as a subsidiary of a registered 
holding company. 


TaBLE D.—Comparison of the geographical dispersion of electric and gas operations 
of registered holding company systems 


| 

Number of registered public utility holding company systems which directly | 

provide electric or gas utility service in | 
20 or more States i ; iacillcl akan naan atmins — None 
15 to 19 States. ___- Res ees : oe None 
10 to 14 States. None 
5 to 9 States... | 8 
3 or 4 States. - 16 
1 or 2 States | 16 


i oe ee cle oe ane ites 140 


1 Excluded from this group are 5 registered holding company systems having no domestic electric or gas 
utility subsidiaries and 1 system all of whose utility properties are leased to another system. 
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TaB_Le E.—Registered holding companies which have ceased to be holding companies 


16. 
17. 
18. 
19, 
20. 
21. 


22. 
23. 
24. 
25. 


Arkansas- Missouri Power Corp. 
Citizens Utilities Co. 
Commonwealth Utilities Corp. 
Consolidated Electric & Gas Co. 
Northeastern Water & Electric Corp. 
Ogden Corp. 


. Pacific Power & Light Co. 
. Pennsylvania Gas & Electric Co. 
. Peoples Light & Power Co. 


Pittsburgh & West Virginia Gas Co. 


. Portland General Electric Co. 


Southern Union Gas Co. 


. Southwestern Public Service Co. 
. United Utilities, Inc. (trustees) 
. Wisconsin Securities Co. of Dela- 


ware 

British-American Utilities Corp. 

Brokaw, Dixon & McKee 

Central New Hampshire Power Co. 

Citizens Public Service Co. 

Columbia Construction Co. 

Commonwealth Light & Power Co. 
‘trustees) 

Foster Petroleum Co. 

Hope Engineering Co. 

Houston Natural Gas Corp. 

Indiana Southwestern Gas & Utili- 
ties Corp. 


26. 
27. 
28. 
29. 
30. 
31. 
32. 
33. 
34. 


35. 
36. 
37. 
38. 


39. 
40. 


Re 


Cle Ww 


International Paper & Power Co. 

Keystone Utilities, Inc. 

Marion Finance Co. 

Midland Realization Co. 

Midland Utilities Co. 

Minnesota Power & Light Co. 

Montana-Dakota Utilities Co. 

National Light, Heat & Power Co. 

— oe Electric Corp., 
The 

Pubic Service Co. of Oklahoma 

Public Service Corp. of Texas 


Public Service of Pennsylvania, 
Ine. 

Public Utilities Securities Corp. 
(trustees) 

Sandar Corp. 

Southern United Gas Co. (New 


Jersey) (trustee) 


. Standard Oil Co. (New Jersey) 
. Rio Grande Valley Gas Co., The 


(trustees) . 
Terrace Finance Corp. 


. Union Electric Power Corp. 
5. United Telephone & Electric Co. 


(trustee) 


(Whereupon, at 12:50 p. m., Wednesday, April 11, 1951, the com- 


mittee recessed to reconvene on Monday, April 16, 1951.) 





